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GOVERNING  IN  THE  21ST  CENTURY 


TUESDAY,  JANUARY  24,  1995 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  9:40  a.m.,  in  room 
SD-608,    Dirksen    Senate    Office    Building,    Hon.    Pete    Domenici 
(chairman  of  the  committee)  presiding. 

Present:  Senators  Domenici,  Grassley,  Nickles,  Gorton,  Greee 
Abraham,  Frist,  and  Exon. 

Staff  present:  G.  WilHam  Hoagland,  staff  director;  and  Carol 
McGuire,  assistant  staff  director,  director  of  appropriations  activi- 
ties. 

For  the  minority:  William  G.  Dauster,  democratic  chief  of  staff; 
and  Sue  Nelson,  director  of  budget  review  and  analysis. 

OPENING  STATEMENT  OF  CHAIRMAN  DOMENICI 

Chairman  Domenici.  Let  us  come  to  order,  please.  We  first 
apologize  for  being  a  little  bit  late,  to  both  the  Senators  who  were 
here  ahead  of  me,  and  to  witnesses  and  those  in  attendance. 

So  let  me  first  welcome  our  witnesses.  But  let  me  transact  a  lit- 
tle business  on  the  record  before  we  hear  from  our  witnesses. 

First,  let  me  say  for  planning  purposes.  Senators  and  their  staffs 
that  are  here,  we  have  given  advance  notice  of  all  the  hearings  this 
week— today's,  and  then  tomorrow  with  CBO  Director  Reischauer- 
Thursday,  with  the  Federal  Reserve  Chairman  Alan  Greenspan; 
and  Friday  focusmg  on  program  restructuring  and  terminations. 

At  this  time  I  want  to  give  notice  of  some  additional  reschedul- 
ing. First  we  are  going  to  reschedule  the  legislative  line-item  veto 
markup.  Senator  Exon,  that  was  postponed  last  Thursday  to  1 
week  from  today. 

That  is  Tuesday,  January  31st,  at  9:30  a.m.,  and  hopefully,  we 
will  be  consulting  with  you  prior  to  that  about  how  things  look  on 
the  line-item  veto. 

While  nothing  in  our  rules  require  Members  to  submit  amend- 
ments in  advance,  I  do  encourage  Senators,  if  they  intend  to  have 
amendments,  to  either  S.4  or  S.14,  to  have  them  prepared  as  well 
in  advance  as  is  practicable,  and  distributed,  if  possible,  to  the  staff 
by  the  close  of  business  next  Monday. 

Now,  I  believe  this  will  make  our  debates  better,  if  we  can  do  it 
and,  obviously,  I  have  no  authority  to  enforce  that.  But  if  we  can' 
it  would  surely  help  everybody,  I  believe. 

Senator  ExON.  Can  I  break  in  there,  Mr.  Chairman? 

Chairman  DoMENici.  Of  course. 

(1) 


Senator  ExoN.  I  would  hope  that  Members  on  both  sides  on  this 
issue  would  heed  the  request  of  the  Chairman.  It  seems  to  me  that 
we  can  not  only  expedite  matters,  but  we  can  also  keep  all  fiilly 
informed  as  to  what  is  going  to  come  up.  That  does  not  mean  there 
is  any  way  that  you,  or  I,  or  anyone  else  can  stop  somebody  from 
the  last  minute,  coming  up  with  an  amendment;  but  I  would  en- 
courage Members  on  my  side,  and  your  side  as  well,  to  expedite 
matters  for  a  thorough  discussion,  an  informed  discussion. 

I  think  that  if  we  could  file  anything  that  we  have,  as  possible 
amendments,  it  would  be  a  significant  step  in  the  right  direction. 

Chairman  Domenici.  And  I  also  would  add,  we  might  do  a  better 
job  if  we  had  the  amendments  in  advance. 

It  is  my  desire  to  report  line-item  veto  legislation  from  this  com- 
mittee, and  to  do  so  as  I  have  indicated  on  the  schedule  I  have  just 
discussed. 

Let  me  also  give  notice  that  I  will  seek  the  filing  of  a  report  on 
that  legislation,  and  that  under  the  rules,  if  a  report  is  ordered. 
Members  will  have  3  days  to  file  their  views.  There  are  already 
some  firm  views.  I  am  just  giving  notice  so  that  everybody  will 
know  they  can  start  getting  them  ready,  if  they  like. 

Further,  we  will  have  two  additional  hearings  next  week,  follow- 
ing the  markup,  one  on  entitlements  on  February  the  1st,  and  one 
on  State  and  local  intergovernmental  relations  on  February  the 
2nd. 

There  will  be  no  further  hearings  until  after  the  President's 
budget  is  released  on  February  the  6th.  Following  past  precedent, 
where  the  0MB  Director  alternates  between  the  House  and  Senate 
Budget  Committees  in  their  first  appearances  on  the  Hill,  it  is  the 
Director's  turn  to  go  to  the  House,  so  the  Director  will  appear  be- 
fore the  House  Budget  Committee  on  February  the  7th,  and  Sec- 
retary Rubin  and  Dr.  Tyson  will  appear  before  our  committee  on 
that  s£ime  day. 

The  following  day,  on  February  the  8th,  Senator  Exon,  Dr.  Rivlin 
will  appear  before  our  committee. 

I  wanted  to  give  this  schedule  to  all  Senators  and  their  staff 
today,  so  there  can  be  no  misunderstanding  about  the  next  2  weeks 
of  work,  and  I  will  try  to  do  this  in  the  future  as  best  I  can. 

Now  I  would  like  to  make  a  very  brief  statement  about  what  I 
think  this  hearing  is  about,  and  then  yield  to  you.  Senator  Exon. 
I  will  be  very  brief. 

Now,  turning  to  the  hearing,  and  our  distinguished  witnesses. 

Tomorrow,  the  title  page  of  the  CBO  annual  report  will  read  as 
follows:  "The  Economic  and  Budget  Outlook,  1996-2000." 

This  will  be  the  first  time  that  the  year  2000  appears  on  the  title 
of  a  Congressional  Budget  Office  outlook  report. 

This  is  not  a  frivolous  hearing.  This  is  the  beginning  of  a  fun- 
damental debate  about  the  future  of  this  country,  about  governing 
in  the  21st  century. 

The  decisions  we  make  in  the  next  year  will  carry  us  into  the 
21st  century,  and  I  hope  that  as  we  engage  in  this  historic  debate, 
that  we  not  lose  focus.  As  we  enter  this  historic  debate  in  earnest 
let  us  focus  on  some  very  basic  but  fundamental  questions,  and  ob- 
viously, there  may  be  others  on  this  committee,  including  the  rank- 


ing  member,  who  might  want  to  indicate  other  things.  But  I  would 
give  you  my  Hst,  and  it  is  not  very  long. 

What  should  government  in  the  21st  century  do?  And  what  level 
of  government  should  do  it? 

We  hear  a  great  deal  about  "Reinventing  Government,"  but  in 
the  words  of  a  late  president — and  I  will  have  you  speculate  on 
who — he  said:  "Our  aim  should  not  be  to  make  government  more 
efficient  in  doing  what  it  should  not  have  tried  to  do  in  the  first 
place."  Richard  Nixon  stated  that. 

How  should  we  redesign  our  tax  system  for  the  21st  century  to 
reflect  our  ever  increasing  interrelated  world  economy  and  a  world 
with  a  growing  appetite  for  capital? 

How  can  we  discourage  public  dissaving,  but  also  encourage  pri- 
vate savings?  I  think  a  reformed  tax  code  is  ultimately  necessary 
and  could  provide  us  some  clues. 

How  can  we  honestly  look  to  governing  in  the  21st  century  with- 
out preparing  for  the  growth  of  retirees,  and  both  the  public  and 
private  resources  that  are  going  to  be  required  to  meet  the  signifi- 
cant demographic  shifts  yet  to  come? 

How  should  we  design  our  national  security  system  for  the  next 
century,  that  recognizes  that  we  still  live  in  a  dangerous  world,  but 
that  it  is  substantially  different  than  the  world  we  prepared  our 
military  for? 

How  should  we  rethink  our  programs  of  assistance  to  needy 
Americans?  What  role  should  government  play  in  preventing  de- 
pendency, encouraging  reliance,  that  is,  self-reliance,  community, 
church  and  local  attention,  but  at  the  same  time  remain  fully  cog- 
nizant that  from  time  to  time,  families,  individuals,  and  children 
may  need  a  helping  hand?  And  yes,  there  are  some  who  cannot  do 
for  themselves,  and  we  must  find  the  best  way  to  help. 

And  how  do  we  make  the  18th  century  beacon  of  freedom,  inde- 
pendence and  opportunity  for  so  many  from  abroad,  still  shine 
bright  in  the  21st  century? 

These  are  only  a  few  issues  that  we  must  think  about  as  we  craft 
our  first  fiscal  budget  that  carries  us,  in  a  sense,  into  the  21st  cen- 
tury. That  is,  the  year  2000. 

I  hope  we  can  get  these  and  other  issues  foremost  in  our 
thoughts  as  we  go  forth  with  these  hearings  the  next  2  weeks. 

I  look  forward  to  our  witnesses'  testimonies  and  thoughts  on 
these  issues  this  morning. 

Senator  Exon,  I  yield  to  you,  if  you  have  opening  remarks,  and 
any  Senator  that  has  some,  we  will  go  to  you,  quickly,  and  we  will 
ask  the  v^dtnesses  to  wait  through  at  least  one  round  here.  Senator 
Exon. 

OPEMNG  STATEMENT  OF  SENATOR  EXON 

Senator  ExON.  Mr.  Chairman,  thank  you  very  much,  and  I,  too, 
want  to  welcome  our  distinguished  witnesses  this  morning  for  what 
I  am  sure  will  be  a  thought-provoking  hearing. 

The  Budget  Committee  is  in  a  unique  and  a  very  difficult  posi- 
tion, but  we  must  proceed  to  tackle  the  problems  that  face  us,  and 
discharge  the  task  that  I  believe  the  Budget  Committee  was  envi- 
sioned to  do  when  this  committee  came  into  being. 


I  believe  this  is  an  appropriate  time  to  discuss  the  shape  and  the 
function  of  the  Federal  Government  in  the  21st  century. 

For  over  a  week,  we  have  been  debating  the  unfunded  mandates 
bill.  The  long-simmering  tensions  between  the  Federal  Government 
and  the  States  came  to  a  boil  over  unfunded  mandates.  Having 
served  in  both  the  State  house  and  the  Congress,  I  understand 
both  sides  of  this  dispute. 

As  Governor  of  Nebraska,  I  thought  it  was  always  better  for  the 
Federal  Government  to  give  than  to  receive.  Would  you  believe  that 
I  am  now  not  as  avid  a  backer  of  that  premise  as  I  once  was? 

However,  the  unfunded  mandates  bill  addresses  a  larger  issue 
than  just  cost  shifting.  It  could  be  the  first  step  in  the  long  process 
of  redefining  the  role  of  the  Federal  Government  with  State  and 
local  governments.  It  is  also,  in  part,  a  debate  over  the  size  and  the 
management  of  the  government.  These  are  issues  that  we  will  ex- 
plore in  greater  detail  in  Friday's  hearings. 

We  will  soon  begin  debate  on  the  balanced  budget  amendment  to 
this  Constitution.  This  landmark  legislation  will  have  an  enormous 
impact  on  both  the  Federal  and  State  governments. 

The  size  of  the  Federal  Government  is  already  shrinking.  Thanks 
to  the  1993  deficit  reduction  package,  and  the  efforts  of  President 
Clinton  and  Vice  President  Gore,  we  will  have  the  smallest  Federal 
bureaucracy  since  President  Kennedy  sat  in  the  Oval  Office. 

A  balanced  budget  amendment  will  require  even  greater  cuts  in 
the  Federal  budget.  These  cuts  will  be  huge.  They  will  be  painful. 
The  CBO  estimates  that  to  bring  the  budget  into  balance  by  the 
year  2002,  we  will  have  to  make  $1.2  trillion  in  cuts  over  the  next 
7  years.  If  we  pass  the  Republican  tax  cuts,  the  number  grows  to 
$1.5  trillion.  It  was  not  long  ago,  that  our  entire  budget  was  less 
than  $1  trillion. 

We  must  face  up  to  the  facts.  Federal  aid  to  the  variety  of  pro- 
grams that  currently  benefit  States  and  localities  will  be  severely 
constrained,  if  not  eliminated.  There  will  be  an  enormous  vacuum, 
and  we  do  not  know  whether  the  States  will  be  able  or  willing  to 
fill  it. 

Many  State  governors  and  legislators  want  a  hold-harmless  ar- 
rangement for  the  States.  Agreement  on  the  Federal  funds  flowing 
to  the  States  are  going  to  be  a  major  issue.  But,  it  seems  to  me 
that  an  old  phrase  is  still  very  much  in  vogue  today.  That  would 
be  very  nice  work  if  you  can  get  it. 

Responsibility  and  courage  are  virtues  listed  in  Secretary  Ben- 
nett's Book  of  Virtues,  and  I  compliment  you  on  that  book,  Mr.  Ben- 
nett. I  think  you  state  the  virtues  very  well,  and  I  have  not  always 
agreed  with  all  of  your  positions,  but  your  forthright  statements  on 
family  values  is  something  that  I  generally  subscribe  to,  and  I  con- 
gratulate you  for  it. 

Congress  could  use  a  double-dose  of  them,  responsibility  and 
courage,  I  suggest,  in  coming  up  with  the  specifics  to  balance  the 
budget  by  the  year  2002. 

Mr.  Chairman,  you  can  also  count  on  my  virtue  of  perseverance. 
I  will  be  pressing  for  at  least  some  specifics  on  the  amounts  and 
where  the  cuts  will  have  to  come  from.  The  House  Republicans 
promised  such,  way  before  this  session  started.  I  look  forward  to 
the  fulfillment  of  this  promise.  That  promise  has  to  show  us  how 


they  will  make  the  cuts  that  are  needed.  Our  State  and  local  gov- 
ernments need  to  participate  in  this  debate,  and  they  need  the 
facts  about  what  is  being  planned. 

It  is  clear  that  competition  for  Federal  dollars  will  be  fierce.  This 
raises  a  number  of  questions.  Where  should  we  place  our  limited 
resources?  What  should  our  dollars  support?  What  is  the  appro- 
priate role  of  the  Federal  Government  in  these  activities?  This  is 
the  heart  and  soul  of  the  important  meetings  you  call  this  week. 

We  are  here  to  discuss  the  realities  and  the  truths.  Certainly  the 
State  and  local  officials  who  want  the  Federal  Government  out  of 
their  backyards  have  a  good  point.  We  are  heading  in  that  direc- 
tion. However,  I  am  finding  that  our  governors  and  state  legislators 
are  not  as  enthusiastic  when  they  hear  they  can  run  their  pro- 
grams, but  the  Federal  Government  will  not  be  providing  all  of  the 
funding. 

It  is  obvious,  too,  that  government  has  its  limits.  Some  people  as- 
sume too  much  from  their  government  and  expect  too  much  from 
their  government.  They  expect  government  to  solve  all  of  their 
problems.  They  relinquish  their  responsibility  as  individuals  and  as 
citizens. 

Let  me  share  a  little  Midwest  common  sense  here.  We  cannot  ex- 
pect government  to  be  all,  and  certainly  not  the  end  of  all.  We  must 
stop  living  beyond  our  means.  We  must  accept  responsibility  for 
our  own  lives,  yet  we  cannot  neglect  our  responsibilities  to  others. 
We  must  accept  our  share  of  the  burden  to  get  our  Nation  back  on 
the  right  track.  This,  too,  is  crucial  for  governing  in  the  21st  cen- 
tury, as  you  have  outlined,  Mr.  Chairman,  in  your  opening  re- 
marks. 

Once  again,  I  welcome  our  distinguished  witnesses,  and  I  look 
forward  with  great  interest  to  their  testimony.  Thank  you. 

Chairman  DOMENICI.  Senator  Frist. 

OPENING  STATEMENT  OF  SENATOR  FRIST 

Senator  Frist.  Thank  you,  Mr.  Chairman.  I  want  to  commend 
Chairman  Domenici  and  Senator  Exon  for  holding  this  hearing  as 
well. 

As  we  begin  our  deliberations  over  the  Nation's  fiscal  affairs, 
over  the  next  several  months,  I  believe  as  well  that  it  is  important 
to  step  back  and  consider  our  long-term  goals. 

Recently,  the  Bipartisan  Commission  on  Entitlement  and  Tax 
Reform  found  that  without  fundamental  changes  to  Federal  entitle- 
ment programs,  spending  on  such  programs,  plus  interest  on  the 
National  debt,  will  consume  all  Federal  revenues  by  the  year  2012. 

Furthermore,  the  public  trustees  of  the  Medicare  and  Social  Se- 
curity Trust  Funds  have  warned  that  the  Medicare  Hospital  Insur- 
ance Trust  Fund  will  be  depleted  by  the  year  2001,  and  the  Social 
Security  Trust  Fund  will  be  exhausted  by  2029. 

Given  these  sobering  statistics,  it  is  clear  that  the  Federal  Treas- 
ury will  have  little  funds  remaining  to  fulfill  other  important  na- 
tional functions,  such  as  providing  for  our  Nation's  defense,  and 
maintaining  our  infrastructure. 

Mr.  Chairman,  though  the  American  people  may  not  realize  the 
extent  of  the  problem,  they  know  that  our  Federal  Government  is 
systematically  and  fundamentally  flawed  in  many  ways.  Having 


traveled  throughout  my  home  State  of  Tennessee  during  last  fall's 
campaign,  I  can  tell  you  that  the  people  are  crying  out  for  change. 

They  are  crying  out  for  those  people  who  serve  in  Federal  Gov- 
ernment to  trust  them  once  again.  They  want  to  limit  the  size  of 
government,  and  more  importantly,  they  want  to  make  the  govern- 
ment less  intrusive  in  their  everyday  lives.  They  basically  want 
government  to  make  sense. 

I  look  forward  to  hearing  the  testimony  of  our  distinguished 
panel  today  regarding  their  recommendations  for  restructuring  our 
government  for  the  21st  century.  In  a  way,  that  will  indeed  limit 
the  size  of  Federal  Grovernment,with  those  dual  goals  of  solving  the 
Nation's  budgetary  crisis  and  empowering  the  American  people 
once  again. 

Well,  the  American  people  neither  should,  nor  do  they  look  to  the 
Federal  Government  to  accomplish  the  goals  that  we  all  are  so  fa- 
miliar with. 

The  government's  policies  must  be  directed  toward  achieving 
those  goals.  I  look  forward  to  hearing  the  testimony  of  all  those 
witnesses  today  on  that  topic. 

Chairman  DoMENici.  Thank  you  very  much,  Senator.  Senator 
Abraham. 

OPENING  STATEMENT  OF  SENATOR  ABRAHAM 

Senator  Abraham.  Thank  you  very  much,  Mr.  Chairman.  I  just 
would  comment  today,  before  the  panel  begins,  that  during  the  last 
couple  of  years  here,  in  Washington,  we  have  frequently  heard  the 
expression  "Reinventing  Government,"  and  in  fact  that  was  a  major 
program  in  the  first  2  years  of  the  Clinton  administration,  to 
reinvent  government. 

But  as  I  traveled  around  America,  and,  in  particular,  around  my 
State  of  Michigan  during  the  last  couple  of  years,  what  I  found  was 
that  the  people  of  this  country  are  sort  of  tired  of  government  being 
reinvented  and  invented. 

They  feel  government's  done  a  pretty  good  job  in  terms  of  the  in- 
vention. What  they  would  rather  have,  I  think,  is  government  rede- 
fined, and  in  my  campaign  what  I  talked  about  was  not  reinventing 
government,  but  redefining  the  role  of  the  Federal  Government, 
particularly  as  we  look  ahead  to  the  21st  century. 

I  believe  in  redefinition.  I  believe  in  the  rebirth  of  the  Tenth 
Amendment.  Just  so  that  we  can  always  keep  it  in  our  minds,  the 
Tenth  Amendment  should,  I  think,  be  the  guiding  principle  for  gov- 
erning in  the  21st  century,  and  what  it  says  is  that  the  powers  not 
delegated  to  the  United  States  by  the  Constitution,  nor  prohibited 
by  it  to  the  States,  are  reserved  to  the  States,  respectively,  or  to 
the  people.  To  the  people. 

And  I  believe  that  as  we  continue  in  this  process  of  listening  to 
our  panel  today,  and  trying  to  define  the  future  course  of  govern- 
ment in  this  country,  that  the  Tenth  Amendment  should  be  our 
guiding  principle. 

We  talk  about  environmental  impact  statements.  We  talk  about 
child  impact  statements.  We  talk  about  all  sorts  of  other  impact 
statements. 

I  think  what  we  need  in  consideration  of  legislation  before  us  in 
the  next  2  years,  and  in  the  future,  is  a  federalism  impact  state- 


ment,  an  impact  statement  in  terms  of  what  we  do  here  in  Wash- 
ington, how  it  affects  the  States  and  the  local  governments  of  this 
country,  and  the  people  of  America. 

I  also  think  that  we  need  to  more  closely  examine  the  source  of 
constitutional  authority  for  the  actions  that  we  take. 

We  are  constantly  considering  legislation  which,  in  my  judgment, 
has  rather  dubious  authority  under  the  Constitution,  particularly 
under  the  Tenth  Amendment. 

And  I  will  later,  in  the  course  of  my  legislative  career,  attempt 
to  address  some  of  these  problems. 

But  as  we  listen  to  the  panel  today,  I  hope  that  we  will  keep  in 
mind,  both  today,  and  in  our  deliberations  as  we  move  forward  in 
developing  a  budget  resolution,  the  very  important  difference  be- 
tween reinventing  government  and  redefining  it. 

And  I  hope  that  when  we  are  finished  here,  we  will  feel  that  we 
have  very  successfully  redefined  government,  rather  than  inventing 
another  way  to  simply  justify  big  government.  Thank  you  very 
much. 

Chairman  DOMENICI.  Thank  you,  Senator.  Senator  Grassley. 

OPENING  STATEMENT  OF  SENATOR  GRASSLEY 

Senator  Grassley.  Mr.  Chairman,  the  clearest  message  in  Con- 
gress that  we  have  received  in  the  November  election  is  that  the 
country  is  demanding  change,  no  longer  business  as  usual.  They 
want  to  make  sure  government  does  not  only  function  well,  but  in 
some  areas  where  it  has  been  functioning  and  has  no  right  to  func- 
tion, that  it  should  stop  functioning. 

There  are  three  variables,  of  course,  to  this  change.  One  is  un- 
derstanding what  we  have  now,  and  why  it  is  not  working. 

The  second  is  having  a  plan  for  change,  knowing  what  we  want 
to  change,  and  of  course  why  we  want  to  change  it.  And  third  is 
the  process  of  getting  there.  That  is,  uprooting  the  established  in- 
terests that  want  and  will  resist  change. 

This  hearing,  I  believe,  will  help  us  focus  on  the  first  two — know- 
ing where  we  are  and  where  we  are  headed.  This  is  an  important 
hearing  for  this  committee,  Mr.  Chairman,  because  it  causes  us  to 
seek  a  framework  for  what  we  must  do. 

Even  though  we  are  a  Budget  Committee,  dramatic  change  re- 
quires much  more  than  simply  lining  up  programs  on  a  list  of  cuts. 
And  so  I  want  to  commend  you,  Mr.  Chairman,  for  starting  us  out 
with  this  very  "big  picture"  approach,  and  doing  it  before  we  begin 
this  year's  work,  and  getting  bogged  down  just  in  numbers. 

Let  me  add  a  couple  of  thoughts  to  consider.  Our  job  this  year 
will  be  to  make  the  Federal  Government  both  smaller  and  more  ef- 
fective. 

If  we  have  a  smart,  common-sense  plan,  it  will  sell  itself  to  the 
American  people.  But  to  get  there,  we  have  to  start  by  asking  the 
right  and  correct  questions.  As  we  rethink  the  government's  role  in 
our  society,  we  should  not  be  overly  concerned  about  cutting  spend- 
ing. Instead,  we  should  be  more  focused  on  improving  performance. 

Otherwise,  everything  we  do  will  be  just  a  budget  exercise.  But 
by  focusing  on  performance,  the  budget  savings  will  follow  anyway. 


8 

In  that  respect,  we  can  learn  much  from  the  private  sector, 
which  itself  has  undergone  dramatic  change  in  reorganization  in 
recent  years,  through  its  own  right-sizing. 

Large  savings  have  usually  come  with  restructuring,  but  as  a  by- 
product, rather  than  as  the  goal.  I  would  like  to  pose  what  I  think 
should  be  the  fundamental  question  to  focus  on  as  we  rethink  the 
government. 

It  is  not  so  much  what  government  should,  or  should  not  do.  Our 
budget  is  full  of  programs  paved  with  good  intentions,  but  whose 
performance  is  miserable. 

Rather,  for  the  21st  century,  we  should  be  asking  what  if  it  that 
the  government  can  do.  After  50  years  of  experimentation  with 
Federal  programs,  fat  bureaucracies,  and  bloated  budgets,  we 
should  have  enough  data  to  know  what  the  government  can  and 
cannot  do  effectively. 

For  things  it  can  do,  then  let  us  focus  on  improving  their  per- 
formance. For  things  it  cannot  do,  let  us  find  out  other  ways  to  get 
them  done. 

To  me,  Mr.  Chairman,  this  is  the  nub  of  the  issue.  I  look  forward 
to  today's  testimony  and  again,  I  commend  you  for  this  hearing. 

Chairman  DOMENICI.  Thank  you  very  much,  Senator.  Senator 
Gorton. 

Senator  Gorton.  I  am  ready  to  listen  to  the  witnesses,  Mr. 
Chairman. 

Chairman  DOMENICI.  I  sort  of  had  a  hunch  of  that,  that  is  why 
I  passed  you  over.  You  were  really  supposed  to  be  next,  but  I  went 
to  Senator  Grassley.  I  will  not  be  that  presumptuous  again.  But 
first,  let  me  thank  the  senators  for  their  statements,  all  of  them. 
I  think  they  were  excellent. 

And  let  me  say  to  the  two  new  Senators  who  are  here,  I  am  very 
proud  you  are  on  this  committee,  and  thank  you  so  much  for  par- 
ticipating. 

You  may  make  some  tough  decisions,  but  it  has  been  my  experi- 
ence, in  a  couple  of  years  you  will  be  among  the  best-informed  Sen- 
ators, having  gone  through  the  exercise  of  being  a  budgeteer,  and 
we  very  much  appreciate  that. 

I  am  very  grateful  that  such  distinguished  witnesses  would  take 
of  their  time,  and  I  apologize  for  the  time  we  have  already  taken. 

That  is  part  of  our  process,  Mr.  Woodson.  I  am  sure  former  Sec- 
retary Bennett  knows  it;  perhaps  you  do  not.  But  we  have  to  all 
speak  before  we  let  you  speak.  Sometimes  we  speak  so  long  we  do 
not  have  time  to  hear  the  witnesses;  but  today  we  will  do  other- 
wise. 

Let  me  welcome  as  our  first  witness  the  Honorable  William  Ben- 
nett. His  current  title  is  co-director  of  Empower  America,  but  he  is 
obviously  one  who  thinks  deeply  about  America's  problems,  and  we 
very  much  appreciate  him  being  here. 

Would  you  permit  me,  Mr.  Secretary,  to  say  to  Senator  Exon, 
who  talked  about  his  perseverance,  that  one  of  the  other  virtues  in 
Mr.  Bennett's  book  is  faith,  f-a-i-t-h. 

So  Senator  Exon,  have  faith.  Your  perseverance  will,  unequivo- 
cally, pay  off  with  a  balanced  Federal  budget.  Just  be  patient. 

Thank  you  very  much.  Now  we  will  proceed  to  our  witness. 

Senator  ExoN.  I  will  try  to  be  patient,  Mr.  Chairman. 


STATEMENT  OF  WILLIAM  J.  BENNETT,  CO-DIRECTOR, 
EMPOWER  AMERICA,  WASHINGTON,  DC 

Mr.  Bennett.  I  will  stay  out  of  the  particulars  of  that  one. 
Thank  you,  Mr.  Chairman,  members  of  the  committee. 

Well,  you  have  invited  a  philosopher  to  philosophize.  I  hope  you 
feel  your  punishment  is  merited  when  I  am  done,  but  I  will  not  be 
as  long  as  it  may  seem  to  some  of  you. 

It  is  a  pleasure  to  address  this  committee,  Mr.  Chairman.  Your 
subject  is  a  matter  I  consider  crucial  to  the  future  of  American  in- 
stitutions and  our  national  character. 

If  you  get  this  right,  I  think  a  lot  good  can  happen.  If  these  larg- 
er questions  are  handled  in  the  wrong  way,  it  may  not  matter  what 
happens  in  other  places. 

During  the  last  quarter  century,  we  have  seen  an  unparalleled 
growth  of  government  influence  in  virtually  every  aspect  of  our 
lives. 

This  hearing,  as  I  take  it,  is  based  on  an  important  premise — 
that  government  has  grown  much  too  big,  and  that  it  is  time  to  re- 
assess its  proper  role.  I  appreciate  the  opportunity  to  assist  in  this 
process. 

The  104th  Congress  has  a  rare  opportunity  to  scale  back  govern- 
ment. The  people  have  clearly  voted  for  it,  and  certainly  Repub- 
licans championed  the  cause  of  limited  government  during  the  1994 
elections. 

Some  Democrats  agree.  I  take  note  of  Senator  Exon's  statement 
earlier,  just  a  few  minutes  ago,  about  government  giving  and  gov- 
ernment getting. 

The  course,  then,  is  clear.  And  so,  too,  I  think,  is  the  responsibil- 
ity. The  challenge  now  is  to  make  it  happen.  Mr.  Chairman,  that 
depends  in  large  measure  on  the  actions  of  this  committee  and  on 
the  Congress. 

I  would  like  to  begin  my  testimony  with  two  general  observa- 
tions. The  first  is  to  point  out  that  one  of  the  tasks  you  face  is  ana- 
lytical in  nature.  That  is,  it  is  critical  to  take  a  step  back  and  es- 
tablish once  again  a  clear  delineation  of  government's  role. 

We  need  to  articulate,  once  again,  the  proper  responsibilities  and 
limits  of  government.  Things  like  providing  for  the  defense  of  the 
Nation,  waging  wage,  building  infrastructure  projects,  administer- 
ing transfer  payments,  keeping  the  streets  safe,  and  the  like. 

I  say  this  because  it  no  longer  seems  clear  to  the  public,  or  to 
the  legislators,  what  the  proper  responsibilities  of  government  are, 
and  are  not.  Without  a  theoretical  framework  from  which  to  work, 
governance  becomes  what  it  has  become,  ad  hoc,  adventitious,  and 
counterproductive . 

The  second  task  is  to  put  this  budget  debate  in  a  larger  context. 
The  central  question  the  104th  Congress  needs  to  address,  I  be- 
lieve, is  one  which  Representatives  and  Senators  almost  never  ask 
anymore.  That  is,  is  this  enterprise  which  we  are  talking  about  one 
in  which  the  Federal  Government  ought  to  be  involved? 

One  of  the  most  important  contributions  the  new  Republican  ma- 
jority can  make  is  to  challenge  a  core  assumption  of  this  city,  which 
is  anything  in  life  worth  doing  or  having  demands  the  involvement 
and  financial  support  of  the  Federal  Government. 
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That  was  decidedly  not  the  view  of  the  Founders  of  his  country, 
and  it  should  not  be  our  view  either. 

Mr.  Chairman,  we  should  be  clear  from  the  outset  about  why  we 
are  interested  in  limited  government.  Both  Republicans  and  Demo- 
crats should  be  intelligent,  tough-minded  advocates  for  fiscal  re- 
sponsibility. 

But  I  will  argue  today  that  the  most  compelling  case  for  limited 
government  is  not  fiscal;  it  is  philosophical.  Let  me  explain,  briefly, 
what  I  mean. 

The  last  several  decades  have  provided  an  object  lesson  in  the  in- 
sufficiency of  government.  The  War  On  Poverty  failed  to  end  pov- 
erty, just  as  Great  Society  programs  failed  to  produce  a  great  soci- 
ety. 

Since  1960,  with  the  best  of  intentions,  and  high  idealism,  the 
Federal  Government  has  spent  more  than  $5  trillion  on  means-test- 
ed social  welfare  programs,  and  what  do  we  have  to  show  for  it? 

During  the  last  3  decades,  every  major  social  pathology  in  Amer- 
ica has  gotten  worse,  and  most  have  gotten  a  lot  worse. 

I  wrote  a  book  called  "The  Index  of  Leading  Cultural  Indicators." 
It  is  not  a  book  about  virtue.  It  documents  our  cultural  slide. 
Today,  poverty  is  more  deeply  entrenched,  more  pathological  than 
before  the  government  declared  war  on  it. 

We  have  experienced  stunning  social  regression  even  as  we  have 
spent  huge,  unprecedented  sums  of  money  to  solve  these  social 
problems. 

My  colleague,  Mr.  Woodson,  will  talk  about  this  in  some  depth 
in  a  minute. 

This  happened,  in  part,  I  believe,  because  government  programs, 
taken  as  a  whole,  promoted  a  culture  of  dependency,  and  they  un- 
intentionally rewarded  bad  behavior. 

So  I  would  encourage  legislators  to  borrow  from  an  old  principle 
of  medicine:  primum  non  nocere.  Dr.  Frist  will  tell  me  whether  I 
got  that  right.  First,  do  no  harm. 

In  many  cases,  the  best  thing  that  government  can  do  is  simply 
to  stop  doing  what  makes  the  problem  worse. 

Over  the  last  quarter  century,  Mr.  Chairman,  we  have  created  a 
"nanny  state,"  a  state  that,  in  Margaret  Thatcher's  phrase,  takes 
too  much  from  us  in  order  to  do  too  much  for  us.  It  has  created 
inefficiency,  sapped  individual  responsibility,  and  intruded  on  per- 
sonal liberty. 

Government  increasingly  involves  itself  more  than  it  should,  and 
in  doing  so,  fails  to  do  well  the  things  for  which  it  is  responsible. 
This  is  a  large  part  of  the  reason  why  the  government's  prestige 
and  public  confidence  have  fallen  so  low.  The  expectations  of  gov- 
ernment have  far  exceeded  government's  ability  to  deliver  on  those 
expectations. 

The  growth  of  government  has  also  displaced  and  weakened 
other  institutions.  In  his  book,  "The  Tragedy  of  American  Compas- 
sion," Professor  Marvin  Olasky  does  an  outstanding  job  explaining 
how  big  bureaucratic  programs,  whether  Federal  or  State,  have  not 
helped,  indeed,  have  never  helped  to  alleviate  poverty. 

In  Professor  Olasky's  words:  "bad  charity  [read:  Government 
charity  or  bureaucratic  charity]  drives  out  good." 
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Another  example  is  the  Federal  Government's  increased  involve- 
ment in  American  education.  It  has  surely  done  more  harm  than 
good  simply  in  terms  of  the  bad  policies  it  has  often  promoted. 

But  there  is  another  point  to  keep  in  mind  in  this  regard  as  well. 
The  government,  through  its  efforts,  began  to  usurp  authority  from 
families,  from  communities,  and  from  neighborhoods,  and  this  has 
hurt  the  cause  of  education. 

Government  can  never  substitute  for  loving  families  and  caring 
communities,  and  it  should  not  try.  In  usurping  the  traditional  role 
of  family,  church,  school,  and  community,  government  programs 
undermine  individual  responsibility. 

What  need  is  there  for  individual  or  community  action,  many 
ask,  if  the  government  will  take  care  of  things? 

As  our  dependency  has  grown,  it  is  not  the  State  that  has  with- 
ered away,  but  it  is  individuals  and  character-forming  institutions 
which  have  withered  away. 

In  response  to  that  problem,  the  government  steps  in  again,  and 
takes  a  yet  more  active  role,  and  so  the  cycle  of  dependency  contin- 
ues. 

At  some  point  we  have  to  say  stop.  Individual  self-reliance  and 
community  spirit  will  eventually  crumble  under  a  sustained  bar- 
rage of  government  rules,  regulations,  and  solicitude. 

It  was  the  Nobel  Prize-winning  economist,  Friedrich  von  Hayek, 
who  grasped  this  essential  point  when  he  said,  "The  most  impor- 
tant change  which  extensive  government  produces  is  a  psycho- 
logical change,  an  alteration  in  the  character  of  the  people." 

I  am  a  strong  proponent,  Mr.  Chairman,  of  radical  devolution.  I 
think  we  should  send  large  chunks  of  Federal  spending  on  edu- 
cation, housing,  social  services,  job  training,  and  economic  develop- 
ment programs  back  to  the  States,  and  let  them  sort  it  out, 
prioritize  their  programs  and  raise  the  money,  if  necessary,  to  fund 
them. 

For  example,  I  am  very  intrigued  with  Senator  Kassebaum's  pro- 
posal to  send  welfare  back  to  the  States  and  allow  them  to  experi- 
ment with  innovative  new  reforms. 

Our  most  serious  problems,  Mr,  Chairman,  are  outside  the  scope 
of  government. 

It  is  becoming  clear  that  more  and  more  of  our  problems  are  sim- 
ply not  amenable  to  government  solutions.  The  problems  we  face 
in  this  country  that  are  most  serious,  I  believe,  are  problems  of  the 
heart  and  soul. 

They  are  problems  which  are  moral  and  spiritual  in  nature.  They 
have  to  do  with  the  collapse  of  families;  lower  standards  of  per- 
sonal behavior;  disdain  of  work;  the  increasing  coarseness  and  inci- 
vility in  our  popular  culture  and  in  our  public  life;  a  loss  of  commit- 
ment and  reverence;  the  rise  of  radical  individualism,  and  an  in- 
crease in  cynicism. 

These  are  issues  which  government  can  do  very  little  about. 
Samuel  Johnson  wrote  once:  How  much  of  all  that  human  hearts 
endure,  that  part  which  courts  or  kings  cause,  or  cure. 

Jonathan  Rausch,  a  contemporary  social  scientist  and  writer,  has 
written  very  intelligently  about  this.  According  to  Rausch,  and  I 
quote: 
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Government  is  increasingly  beside  the  point,  not  because  government  has 
changed,  but  because  our  problems  have  changed.  Our  problems  have  changed  in 
ways  that  defeat  the  post-war  toolbox  of  public  policies  much  as  viruses  mutate  to 
resist  vaccines.  The  obsession  with  government  has  itself  become  a  serious  problem. 
It  monopolizes  people's  attention,  and  it  usurps  their  energies  at  a  time  when  atten- 
tion and  energy  need  to  be  refocused  elsewhere. 

Mr.  Chairman,  I  want  to  end  my  testimony  by  making  a  point 
about  political  reality  and  intellectual  honesty. 

Scaling  back  the  size  and  the  reach  of  government  will  not  be 
easy.  It  will  require  the  difficult  but  necessary  task  of  altering  peo- 
ple's assumptions  about  the  proper  role  of  government,  and  then 
proposing  policies  that  are  consistent  with  that  belief. 

Once  we  get  past  the  rhetoric,  and  actually  challenge  the  welfare 
entitlement  mentality,  and  programs  of  not  only  the  underclass, 
but  also  the  middle  and  upper-middle  class — I  am  speaking  here 
about  things  like  agricultural  subsidies,  Amtrak,  student  loans, 
rural  electrification  grants,  the  Small  Business  Administration, 
arts  and  cultural  subsidies,  to  name  just  a  few — these  will  provoke 
stiff  opposition.  Why? 

Because  the  American  people  have  become  habituated  to  big  gov- 
ernment. They  have  developed  an  unhealthy  reliance  on,  and  unre- 
alistic expectations  of  what  the  Federal  Government  can  and  ought 
to  do  for  them. 

Often  the  actions  of  this  body  have  been  the  fiscal  equivalent  of 
enabling  behavior,  of  keeping  the  people  in  a  bad  habit  of  depend- 
ence. 

Limited  government  means  more  than  self-government.  If  we  are 
honest  with  ourselves,  we  will  admit  that  it  means  not  only  that 
less  will  be  taken  from  us  as  citizens,  but  it  also  means  that  less 
will  be  done  for  us. 

The  ball  is  thus  thrown  back  to  the  American  people,  which  is 
of  course  what  the  Founders  had  in  mind.  So  the  challenge  is  not 
just  to  the  Republican  Party.  There  is  a  challenge  here  to  the 
American  people  who  elected  them. 

If  the  GOP  keeps  faith  with  its  pledge  to  reduce  the  size  of  gov- 
ernment, at  some  point  it  is  going  to  have  to  come  back  to  the  pub- 
lic and  say:  "You  will  see  the  reasonable  consequences  of  your  ac- 
tions. Now  we  will  do  some  things  for  you,  such  as  lower  your 
taxes.  But  you  must  be  prepared  to  take  up  some  things  for  your- 
self, because  that  is  what  the  clear  implication  of  our  philosophy 
of  self-government  is.  Now,  American  people,  that  you  have  de- 
clared yourself  against  the  welfare  state  in  general,  you  must  de- 
clare where  you  stand  in  relation  to  your  own  place  in  it.  And  that 
means  not  just  cutting  other  people's  government  handouts.  It  may 
mean  cutting  something  that  matters  to  you." 

That  is  where  political  leadership  comes  in,  Mr.  Chairman.  Can 
it  be  done?  I  think  so  .  Regardless,  it  needs  to  be  done,  not  for  the 
sake  of  cutting  spending  alone,  but  for  the  sake  of  attending  to  our 
national  character. 

If  the  people  insist  that  government  do  less,  then  they  must  be 
prepared  to  do  more  for  themselves.  In  the  end,  this  is  less  about 
money  than  about  what  we  used  to  call  republican  virtue,  with  a 
small  "r".  Thank  you  very  much. 

Chairman  Domenici.  Thank  you  very  much,  Mr.  Secretary.  We 
have  agreed,  and  I  hope  you  will  also,  Mr.  Woodson,  that  because 
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of  a  commitment  that  the  Secretary  has,  that  we  will  question  him 
now  and  then  return  to  the  remaining  witnesses,  including  your- 
self. Is  that  acceptable? 

Mr.  Woodson.  That  is  just  fine. 

Chairman  DOMENICI.  All  right.  Could  I,  on  our  side,  yield  to  any 
Senator  who  would  like  to  start,  and  I  will  take  my  turn  in  due 
course.  So  is  there  a  Republican  Senator  who  would  like  to  inquire? 

Sure,  Senator  Abraham? 

Senator  Abraham.  Mr.  Bennett,  I  would  like  you  to  just  expand 
a  little  bit  on  the  comments  you  made  about  the  so-called  "nanny 
state",  and  in  particular,  your  observations  as  to  how  the  expansion 
of  Federal  Government  programs  has  crowded  out  what  might  be 
termed  the  sort  of  charitable  institutions  and  other  community  in- 
stitutions that  historically  had  performed  some  of  the  roles  that 
government  has  tried,  probably  less  successfully,  to  perform,  what 
you  have  seen  in  your  experiences,  what  you  would  recommend 
based  on  your  observations. 

Mr.  Bennett.  Sure.  Thank  you.  The  crowding  out  function  is  a 
very  important — the  crowding  out  concept  is  a  very  important  con- 
cept. Let  us  take  the  welfare  situation,  for  example.  Bad  welfare 
drives  out  good.  Bad  homeless  shelters  drive  out  good  homeless 
shelters. 

Marvin  Olasky  cites  an  example  here  in  Washington,  DC  of  a 
gospel  mission  which  takes  care  of  homeless  people.  You  may  be  fa- 
miliar with  the  gospel  mission  I  am  talking  about.  In  this  gospel 
mission,  there  are  very  clear  rules:  No  drugs;  no  alcohol;  no  horsing 
around;  no  sexual  activity  between  the  people  who  are  there.  And 
the  place  does  a  very  good  job.  It  has  a  very  successful  program. 

When  people  go  there,  they  go  to  work,  they  pray,  they  eat.  They 
do  something  constructive.  And  when  they  finish,  many  of  them  go 
on  to  better  lives.  You  contrast  that  with  another  center,  a  place 
called  the  Center  for  Creative  Non-Violence,  in  which  there  are  not 
very  many  rules.  And  that  one  is  funded  by  the  government,  the 
Center  for  Creative  Non- Violence,  and  the  DC  government.  It  gets 
a  lot  of  funding.  And  there,  there  are  hardly  any  rules. 

The  bad  institution  crowds  out  the  good  one.  It  turns  out  after 
awhile  that  there  are  more  people  at  the  bad  institution  than  the 
good  one  because  you  can  get  away  with  more  at  the  bad  institu- 
tion than  at  the  good  one. 

I  think  the  more  focused  point  would  be  this,  though,  if  we  were 
talking  about  welfare  specifically,  and  this  is  very,  very  important. 
We  have  mounted  an  enormous  fiscal  investment  in  welfare.  We 
have  created  an  enormous  bureaucratic  superstructure  in  welfare, 
yet  the  effectiveness  of  our  welfare  programs  seems  to  be  not  only 
negative,  but  counterproductive. 

What  do  we  think  is  required  in  welfare  to  turn  somebody 
around?  I  think  the  research  and  the  experience  and,  indeed,  com- 
mon sense  would  tell  you  the  kind  of  thing  that  is  required  is  for 
a  person  to  get  a  hold  of  himself,  to  get  a  grip  on  himself  or  herself, 
say,  you  know,  "I  have  got  to  get  to  work;  I  have  got  to  take  care 
of  my  children;  I  have  got  to  put  my  life  together,"  this  for  both 
men  and  women. 

What  are  the  chances  that  a  welfare  bureaucracy  and  a  group  of 
social  workers  who  are  overworked  with  stacks  of  paper  are  going 
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to  be  able  to  do  this?  What  are  the  odds  they  will  be  able  to  do 
it  as  compared,  say,  to  the  gospel  mission  church  which  I  have  just 
referred  to? 

We  have  learned  something  from  25  years  of  welfare,  Senator, 
and  I  would  put  it  this  way:  If  you  want  to  refocus  people's  life  ef- 
forts and  you  do  not  have  in  that  refocusing  some  kind  of  moral 
and  spiritual  challenge,  you  are  wasting  people's  time  and  you  are 
wasting  the  people's  money. 

Regeneration  comes  from  within,  and  if  you  cannot  speak  to  peo- 
ple, either  because  your  rules  preclude  it  or  because  you  are  run- 
ning just  a  bureaucracy  about  their  inner  resources  in  this  way, 
you  are  just  wasting  an  awful  lot  of  time. 

Senator  Abraham.  I  would  just  observe  that  in  Michigan,  we 
have  had  some  fairly  significant  changes  in  the  structure  of  govern- 
ment and  what  services  it  performs.  When  we  underwent  a  fairly 
significant  change  in  the  way  that  the  State  provided  assistance  to 
people  on  public  assistance,  a  major  program  was  cut.  It  was  a  pro- 
gram called  General  Assistance  that  provided  stipends,  essentially, 
for  single,  able-bodied  adults. 

It  was  one  of  only  six  in  the  country  that  worked  this  way,  and 
we  were  told  at  the  time  that  this  took  place  that  we  would  see 
massive  amounts  of  homelessness,  that  there  was  no  State  support 
system  adequate  to  handle  the  housing  needs  of  the  people  who 
were  General  Assistance  recipients,  many  of  whom  used  the  sti- 
pend for  their  housing. 

Interestingly,  what  happened  when  the  government  kind  of  got 
out  of  the  way  was  that  an  organization  that  had  existed  for  many 
years  to  do  exactly  this  kind  of  function,  the  Sedvation  Army, 
stepped  forward  and  said,  *Tou  know,  we  have  been  doing  this  for 
a  long  time;  we  have  a  pretty  good  idea  of  how  you  handle  housing 
problems  for  the  homeless.  Let  us  join  in  a  partnership  with  the 
State.  We  will  do  our  job.  Get  out  of  our  way." 

They  did,  and  all  of  the  dislocations  anticipated,  in  fact,  did  not 
materialize. 

Mr.  Bennett.  Just  one  example:  I  am  a  supporter  and  friend  of 
St.  Anne's  Infant  Maternity  Home  out  here  in  Washington.  It  is  a 
wonderful  place.  It  is  run  by  Sister  Josephine. 

Every  time  you  read  a  story  in  the  Washington  Post  about  some 
child  found  wandering  the  streets  or  that  iy2-y ear-old  baby  who 
was  found  on  the  median  strip,  you  know,  wandering  around  on 
the  median  strip  on  the  highway,  chsinces  are  that  baby,  if  it  is  in 
Washington,  is  going  to  end  up  at  St.  Anne's  or  a  place  much  like 
St.  Anne's. 

I  was  talking  to  Sister  Josephine  about  the  program  and  she  said 
that  someone  in  the  bureaucracy — I  do  not  want  to  get  any  particu- 
lar person  in  trouble  because  I  do  not  remember  the  name — said, 

You  know,  in  filling  out  your  application  for  support  here  from  the  Federal  Gov- 
ernment, it  would  be  a  lot  more  useful  if  this  organization  were  not  named  St. 
Anne's.  It  would  be  easier  if  it  were  just  named  Anne's  Infant  and  Maternity  Home. 

Sister  Josephine  is  a  no-nonsense  kind  of  lady,  the  kind  who 
taught  me  in  the  third  grade.  She  said. 

Well,  how  about  Anne's  Infant  Maternity  Home  and  Waffle  Shop?  Would  that 
make  the  government  happy? 
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But  there  is  a  point  here.  This  deadening  hand  of  bureaucracy, 
this  deadening  leveHng  so  that  you  cannot,  you  know,  you  cannot 
be  "St.  Anne's"  an5mfiore.  It  is  better  if  you  are  "Anne's".  This  is 
just  the  problem.  You  then  proceed  with  people  in  a  bureaucratic 
fashion.  But  what  people  need,  demonstrably,  is  not  mere  bureauc- 
racy. They  need  something  else  to  happen  to  them.  And  the  good 
institution  here.  Senator,  and  the  good  effort  is  here  crowded  out 
by  the  bad  one. 

Senator  Abraham.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  DOMENICI.  Senator  Exon? 

Senator  ExoN.  Mr.  Chairman,  thank  you  much. 

Dr.  Bennett,  let  me  start  out  with  an  overall  question  that 
maybe  you  can  help  us  on.  I  think  this  is  the  crux  of  what  we  have 
to  do  here.  What  would  be  your  advice,  and  you  have  a  lot  of  expe- 
rience in  this  area,  to  those  of  us  on  this  committee  who  have  the 
responsibility  to  make  budget  cuts  that  are  necessary  to  develop  a 
glide  path  to  a  balanced  budget  by  the  year  2002?  Do  you  think 
that  morally  we  have  £m  obligation  to  attempt  to  spell  out  some  of 
the  specifics  of  those  cuts  to  the  American  people,  to  the  Governors 
and  to  the  State  legislatures  as  we  proceed  in  this  all-important 
matter? 

Mr.  Bennett.  Well,  I  think  you  have  an  obligation  to  spell  out 
cuts  as  they  are  proposed  on  a  regular  basis.  I  do  not  think  you 
have  an  obligation  to  spell  out  future  cuts  in  the  present  year  be- 
cause facts  and  circumstances  change.  I  think  it  is  important,  in- 
deed, incumbent  upon  you  to  lay  out  the  general  direction  that  you 
plan  to  go. 

But  I  think  the  difficulty  with  letting  out  all  the  specifics  is  this 
is  going  to  be  a  matter  of  give  and  take,  of  to  and  fro,  of  negotiat- 
ing, of  horse  trading.  And  that  is  something  this  body  has  to  do 
and  I  think  is  appropriate  for  it  to  do.  But  I  think  one  thing  that 
it  could  do  right  away  is  to  decide  what  large  areas,  and  I  mean, 
I  am  talking  serious  money  here,  it  could  pack  up  and  send  back 
to  the  States  almost  imme(fiately  or  close  to  immediately. 

And  on  this,  you  would  have  an  ally  in  Mrs.  Rivlin  in  the  Office 
of  Management  and  Budget  who  wrote  a  book  called  "Reinventing 
Government"  in  which  she — effectively  I  quoted  her  in  my  testi- 
mony. I  mean,  I  will  be  very  specific  here:  Take  education,  take  a 
lot  of  the  social  services,  take  welfare,  take  programs  like  that, 
pack  them  up  and  send  them  back  to  the  States  and  let  the  Gov- 
ernors and  the  State  legislators  and  others  in  those  States  make 
those  decisions. 

I  do  not  think  you  can  make  these  decisions  in  the  dark  of  the 
night  without  letting  people  know  it.  I  think  people  need  to  know. 
But  I  do  not  think  you  can  expect  people  to  know  2  or  3  years 
ahead  what  the  specifics  are  going  to  be. 

Senator  ExON.  Let  me  press  you  a  little  further  on  that,  if  I 
might.  Dr.  Bennett. 

Mr.  Bennett.  Sure. 

Senator  Exon.  The  CBO  has  indicated,  as  I  said  in  my  opening 
remarks,  that  it  is  their  best  judgment  that  we  are  going  to  have 
to  cut  $1.2  trillion  between  now  and  2002,  and  when  you  add  on 
top  of  that  the  many  suggested  tax  decreases,  it  is  likely  that  we 
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probably  are  going  to  face  not  $1.2  trillion  in  cuts,  but  closer  to 
$1.5  trillion,  which  would  equate,  roughly  speaking,  to  $200  billion 
in  cuts  per  year  for  the  next  7  years. 

Now,  I  do  not  mean  that  we  should  just  mark  down  the  road  and 
say  two,  two,  two,  two,  two.  What  it  seems  to  me  is  that  we  should 
be  setting  some  kind  of  a  road  map,  you  know,  maybe  100  in  the 
first  year,  200  in  the  second  year,  300  in  the  third  year.  I  mean, 
I  think  we  have  the  obligation  to  at  least  identify  a  path.  Granted, 
you  cannot  look  5  years  into  the  future  with  certainty.  But  we  at- 
tempt to  do  that  with  5-year  budget  cycles  all  the  time. 

Mr.  Bennett.  Yes. 

Senator  EXON.  I  just  think  we  have  to  look  beyond  that  because 
5  years,  because  the  usual  procedure,  does  not  look  far  enough 
ahead  now  if  we  are  talking  about  that  magnificent  day  in  the  year 
2002  when  we  hope  we  reach  balance.  I  think  we  have  got  to  do 
more  planning  for  it  than  just  saying  we  intend  to  do  it. 

Mr.  Bennett.  I  agree,  but  I  think  you  have  to  examine  and  see 
where  the  give  in  the  system  is,  those  things  where  you  think  you 
will  be  able  to  reach  some  kind  of  majority  consensus  on  issues. 
There  is  an  awful  lot  up  in  the  air  now.  There  are  a  lot  of  things 
being  discussed,  welfare  reform,  education  reform. 

This  afternoon,  I  am  going  to  a  hearing  on  the  arts  and  human- 
ities. We  will  see  in  50  days,  60  days,  100  days,  200  days,  where 
a  majority  consensus  is  emerging.  And  I  think  that  will  give  you 
some  sense  of  the  specifics.  In  terms  of  the  road  map,  I  think  that 
is  fair.  Senator.  I  think  that  is  exactly  fair  and  I  think  the  identi- 
fication of  the  general  direction  and  the  large  targets  ought  to  be 
forthcoming.  And  I  believe  it  is  there. 

Senator  ExoN.  Let  me  shift  to  another  subject  that  I  consider  you 
an  expert  on  from  the  time  that  you  were  the  Drug  Czar  for  Amer- 
ica. As  this  Nation's  Director  of  the  Office  of  Drug  Policy  at  one 
time,  how  do  you  react  to  the  Republican  Contract  With  America 
which  calls  for  elimination  of  prevention  programs  or  essentially 
eliminating  them  in  the  crime  bill. 

I  ask  the  question,  morally,  should  not  our  country  have  some 
balance  between  efforts  and  prevention  and  punishment  on  this 
whole  serious  matter  of  drugs  in  our  country? 

Mr.  Bennett.  Yes,  there  ought  to  be  some  balance.  I  do  not  think 
the  prevention  programs  in  the — I  still  refer  to  it  as  the  President's 
crime  bill — are  the  way  to  go.  There  are  prevention  programs  in 
the  Office  of  National  Drug  Control  Policy  budget  which,  I  think, 
can  be  effective. 

I  have  to  tell  you.  Senator,  examining  the  situation  today  as  com- 
pared to  3  or  4  years  ago,  the  major  effort  you  make  on  prevention 
is  to  raise  holy  hell  about  this  issue.  And  this  Administration  has 
been  virtually  silent  on  this  issue.  The  loudest  voice  in  this  Admin- 
istration has  been  from  the  recently  departed  Surgeon  General  who 
was  talking  about  legalization. 

The  numbers.  Senator,  as  you  recall,  in  the  late  1980's  and  early 
1990's  were  going  down.  The  drug  use  numbers  were  going  down 
and  going  down  pretty  substantially.  Most  important,  the  drug  use 
numbers  among  young  people  were  going  down.  I  think  some  of  the 
funding  had  something  to  do  with  it.  But  I  think  what  had  a  whole 
lot  more  to  do  with  it  was  a  lot  of  people  were  raising  Cain  about 
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this.  There  was  a  lot  of  attention  to  it.  You  could  not  turn  on  the 
television  without  seeing  two  eggs  in  a  frying  pan,  without  people 
jumping  off  empty  diving  boards. 

You  could  not  go  into  a  school  without  seeing  kids  wearing  those 
little  green  shirts  saying  "Just  say  no  to  drugs".  You  know,  people 
made  fun  of  Nancy  Reagan,  but  every  kid  in  America  was  wearing 
those  shirts.  Maybe  Nancy  Reagan  ought  to  come  back  as  the  new 
Surgeon  General.  [Applause.] 

The  point  is,  attention  has  to  be  paid  on  this.  You  have  got  to 
pound  the  table.  You  have  got  to  raise  hell  about  this.  And  that  is 
where  the  kids  get  the  message.  The  biggest  and  most  damaging 
thing.  Senator,  that  has  happened  on  the  drug  front  is  the  atti- 
tudes of  young  people. 

We  forget  how  fast  there  are  generations  in  America.  You  can 
send  a  message  out  in  1989  and  1990,  and  if  you  stop  in  1992,  1993 
or  1994,  you  can  lose  a  big  part  of  a  generation.  And  I  think  this 
is  very,  very  important.  I  have  talked  about  this  with  Senator 
Biden  and  Senator  Hatch. 

Just  one  other  point:  Here  is  something  government  is  supposed 
to  do  something  about,  you  know.  I  mean,  here  is  an  opportunity 
for  the  Senate  to  say  to  the  Colombians,  for  example,  "OK,  we  are 
tired  of  the  cocaine  coming  in.  You  want  coffee  coming  into  Amer- 
ica? You  know,  let  us  talk  turkey  about  this." 

The  safety  of  the  citizenry  is  the  responsibility  of  government. 
Taking  on  the  international  drug  cartels  is  the  responsibility  of 
government.  I  think  Mr.  Freeh  at  the  FBI  is  ready  to  go,  but  there 
is  no  green  light.  Here  is  one  that  the  government  is  supposed  to 
be  involved  in  and  we  hear  almost  nothing  while  we  are  talking 
about  encounter  groups  for  third- time  offenders,  which  I  do  not 
think  is  an  appropriate  function  for  government. 

Senator  ExON.  Well,  you  have  had  your  say  and  I  think  you  did 
not  say  much  of  what  I  did  not  expect  that  you  would  say.  Dr.  Ben- 
nett. But  let  me  ask  this  question. 

Mr.  Bennett.  Yes? 

Senator  ExON.  We  tend  to  gloss  over,  I  think  all  too  often,  what 
I  have  heard  from  many  mayors  of  big  cities  with  tremendous  inner 
city  problems,  that  building  jails  and  increasing  sentences,  three 
strikes  and  you  £ire  out,  edl  of  which  I  am  for,  are  just  a  part  of 
the  problem. 

Isn't  there  more  than  a  tough  stance  to  take?  I  would  agree  with 
you  on  most  of  what  you  have  said  but  would  you  comment  a  little 
bit  about  more  than  just  emphasing  getting  tough.  Is  there  any- 
thing that  we  should  do  on  the  other  side  of  the  equation  other 
than  getting  tough? 

Mr.  Bennett.  Yes,  there  is  a  lot  to  do  on  the  prevention  side.  I 
mean,  it  depends  on  which  context  you  are  talking  about. 

Senator  ExON.  Anything  you  want  to  talk  about. 

Mr.  Bennett.  Schools,  the  best  kind  of  prevention  is  tough 
school  policy,  clear  and  unambiguous  school  policy  which  is  free.  It 
does  not  cost  an5rthing  to  have  serious  policy. 

Senator  Domenici  and  I  talked  years  ago  about  setting  up  a 
model— do  you  remember  this,  Pete — a  model  school  in  Albuquer- 
que which  would  have  a  clear,  no-drug  policy.  Let  us  just  say  a 
place  where  absolutely  no  drugs — what  would  happen?  And  when 
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we  tested  the  experiment  we  found  out  everybody  wanted  to  send 
their  children  to  that  school.  That  obviously  should  be  the  policy 
of  every  school.  You  remember,  we  discussed  that. 

Schools  that  have  that  kind  of  policy  and  take  it  seriously  have 
smaller  drug  problems  than  schools  that  do  not.  Policy  determines 
a  lot.  But  if  you  want  to  step  back  further  in  prevention,  this  is 
sort  of  the  large  picture  again.  I  am  not  sure  any  of  these  mediate 
measures  will  solve  the  problem.  They  may  contain  it.  They  may 
keep  the  numbers  reasonable.  If  you  continue  to  have  social  dis- 
integration of  the  sort  we  are  having,  if  12-year-old  girls  continue 
to  have  babies  out  of  wedlock  at  the  rate  they  are  having  them,  if 
you  have  a  30  percent  illegitimacy  rate  in  this  society,  I  do  not  care 
what  State  or  Federal  programs  you  have.  I  do  not  think  it  will 
matter. 

Last  year  in  Detroit,  71  percent  of  the  babies  were  born  out  of 
wedlock.  I  do  not  care  how  imaginative  you  are  or  your  staffs  are, 
that  society  is  on  the  way  to  disintegrating.  We  have  to  address 
that  and  the  Federal  Government's  involvement  in  that,  culpability 
in  that,  or  all  the  rest  is  just  whistling  in  the  wind. 

Senator  ExON.  I  take  it  then,  Mr.  Bennett,  that  despite  my  ef- 
forts, you  have  come  right  back  to  preaching  the  line  that  you  al- 
ways have  preached  vei^  effectively,  and  that  is  basically  just  say 
no  to  drugs,  and  you  think  that  that  should  be  the  heart  and  soul 
of  the  program. 

Mr.  Bennett.  Well,  no,  I  think  I  said  more  than  that.  I  think 
saying  no  to  drugs  is  a  very  important  part  of  it.  But  the  "no"  that 
is  said  has  to  be  said  by  adults  in  a  child's  life  who  matter  to  that 
child.  And  if  there  are  not  any  adults  in  that  child's  life  who  truly 
matter  to  that  child,  I  am  not  sure  how  many  messages  we  send 
will  make  that  big  a  difference. 

If  you  cruise  Detroit,  and  I  do  not  mean  to  pick  on  Detroit,  Sen- 
ator Abraham — we  could  cruise  Washington,  DC — and  you  could 
find  many  of  the  same  things.  Pretty  much  all  we  can  do  is,  you 
know,  send  messages  and  do  advertisements  and  build  prisons  and 
put  out  police  and  things  like  that.  And  those  are  things  that  I 
think  a  government  ought  to  do,  a  society  ought  to  do.  The  most 
important  work  is  done  by  other  institutions.  And  what  this  Fed- 
eral Government  has  to  be  sure  is  that  it  is  not  hurting  those  criti- 
cal institutions,  families,  churches,  schools,  neighborhoods.  That  is 
the  big  task. 

Senator  ExON.  Dr.  Bennett,  thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Bennett.  Thank  you,  sir. 

Chairman  DOMENICI.  Thank  you. 

I  think  Senator  Frist  is  next. 

Senator  Frist.  I  pass. 

Chairman  DOMENICI.  I  think  Senator  Gorton  is  next.  I  put  you 
ahead  of  him,  but  he  is  next. 

Senator  Gorton.  Mr.  Bennett,  as  you  have  gone  through  this 
philosophical  examination  of  government,  you  have  talked  very 
specifically  about  fields  which  you  believe  should  be  returned  to  the 
States.  I  take  it  from  that  that  you  may  prefer  Senator  Kasse- 
baum's  approach  to  welfare  to  that  of  the  Contract  With  America. 
You  also  mentioned  education  and  one  or  two  other  fields. 
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I  would  like  a  brief  comment  on  that,  the  two  apparent  ap- 
proaches to  welfare,  restructuring  of  Federal  rules  versus  returning 
it  to  States. 

Mr.  Bennett.  Yes. 

Senator  Gorton.  But  I  would  like  you  to  go  beyond  that,  if  you 
will,  and  tell  me  what  functions  the  Federal  Government  is  per- 
forming at  the  present  time  that  you  don't  think  ought  to  be  per- 
formed by  government,  period,  at  whatever  level. 

Mr.  Bennett.  First,  on  the  welfare  first,  is  that  what  you  want 
me  to  do? 

Senator  Gorton.  Yes. 

Mr.  Bennett.  I  haven't  decided  in  my  own  mind.  I  have  been  de- 
bating this  back  and  forth  in  talking  to  people.  I  think  the  Kasse- 
baum  idea  is  intriguing.  I  think  the  Contract  With  America  idea 
is  intriguing.  I  think  they  are  both  progress,  and  block  grants  to 
the  States  is  progress,  as  well.  There  are  three  ideas,  and  probably 
more  out  there. 

The  main  thing  is  to  stop  doing  what  we  are  doing  now,  and  that 
part  answers  your  second  question.  The  present  system  of  welfare 
at  the  Federal  Government  level  is  bad,  is  creating  enormous  dam- 
age, and  we  have  to  stop  it.  I  think  everybody  agrees  to  that.  I 
think  Republicans  and  Democrats  agree. 

The  advantage  of  the  Kassebaum  proposal,  Senator  Gorton,  as  I 
see  it,  is  that  it  gets  the  Federal  Government  out  of  the  welfare 
business  completely,  and  that  is  a  big  advantage.  Now  it  gets  it 
into  the  medicaid  business  more  solidly  than  it  is  now,  and  that  is 
something  you  all  want  to  consider.  But  getting  the  Federal  Gov- 
ernment out  of  the  welfare  business  is  a  very  big  advantage  of  the 
Kassebaum  approach. 

With  the  Contract,  the  Federal  Government  remains  in  the  wel- 
fare business  but  it  remains  in  the  welfare  business,  one  hopes  and 
thinks,  with  a  more  rational  and  sensible  approach,  such  as  cutting 
off  benefits  for  children  of  women  under  18  when  they  are  unmar- 
ried and  so  on. 

But  you  notice,  this  is  going  to  be  very  hard  to  find  agreement 
on  this.  The  Senate  majority  leader  expressed  his  disagreement 
with  this  point  just  a  couple  of  days  ago.  When  you  are  sitting 
there  at  the  Federal  Grovemment  as  the  party  in  charge  and  you 
are  trying  to  come  to  some  kind  of  agreement  about  this,  there  is 
going  to  be  a  lot  of  back  and  forth,  a  lot  of  to  and  fro.  Again,  this 
is  what  is  attractive,  it  seems  to  me,  about  the  Kassebaum  ap- 
proach or  the  block  grant  approach.  It  leaves  that  responsibility  to 
the  States. 

A  general  point.  The  only  progress  we  have  seen  in  welfare  re- 
form has  come  fi'om  the  States.  Senator  Abrsiham  cited  the  State 
of  Michigan.  We  can  cite  the  State  of  Wisconsin.  We  can  cite  some 
interesting  ideas  in  some  other  States.  The  promising  things  we 
have  seen  in  welfare  have  been  at  the  State  level.  I  think  that  is 
a  strong  reason  for  initiating  there. 

In  terms  of  things  the  Federal  Government  shouldn't  be  involved 
in  at  all,  I  listed  some  in  my  testimony.  This  afternoon,  I  will  be 
testifying  about  the  arts  and  humanities  endowments.  They  should 
be  out  of  business,  I  believe,  along  with  CPB  and  other  things. 
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I  do  not  think  we  need  a  U.S.  Department  of  Education.  I  will 
be  testifying  about  that  later  in  the  week.  There  are  a  number  of 
other  programs,  subsidies,  that  I  cited. 

Again,  the  test,  it  seems  to  me,  isn't,  is  this  something  that 
somebody  somewhere  ought  to  do?  The  test  ought  to  be,  is  this 
something  the  Federal  Government  has  to  do?  We  do  know  from 
the  work  of  Mr.  Osborne,  Democrat  David  Osborne,  that  under  the 
Democrat  idea,  the  Democratic  Leadership  Committee  idea  of  im- 
proving government,  governments  closer  to  the  people  tend  to  do  a 
better  job,  tend  to  do  a  more  responsive  job.  So  I  think  all  pro- 
grams should  be  looked  at  with  that  view  in  mind.  So  there  are 
some  you  should  eliminate  completely;  some  you  should  send  to  the 
States. 

Senator  Gorton.  Let  me  ask  just  one  more  pair  of  questions,  and 
then  my  time  will  be  up. 

Chairman  DOMENICI.  Sure. 

Senator  Gorton.  Give  me  your  views  on  the  Post  Office  and 
whether  some  or  all  of  its  functions  should  be  privatized  or  at  least 
"competitive-ized"  and  give  me  your  views  on  whether  or  not  you 
think  the  Federal  Government  owns  too  much  land  in  the  United 
States  of  America. 

Mr.  Bennett.  Holy  smokes.  [Laughter.] 

The  normally  garrulous  Mr.  Bennett,  I  don't  know  that  I  can  re- 
peat in  decent  company  my  views  of  the  Post  Office  on  some  days. 
How  about  I  just  wait  4  days  before  I  give  it  to  you?  [Laughter.] 

It  seems  to  me  we  could  do  a  lot  better. 

Now  that  I  am  back  in  the  private  sector,  I  use  the  Post  Office 
now  when  I  have  to.  The  rest  of  the  time,  I  use  private  sources. 
I  use  fax,  I  use  Federal  Express,  I  use  any  way  I  can  to  avoid  it. 
So  I  think,  definitely,  we  should  look  at  privatization. 

In  terms  of  too  much  land.  Senator  Gorton,  you  are  asking  a  man 
from  Brooklyn,  New  York.  I  haven't  looked  into  that  one,  sir.  I  am 
going  to  pass  on  that  one. 

Senator  GORTON.  Thank  you,  Mr.  Chairman. 

Mr.  Bennett.  Some  becoming  modesty  over  here.  No,  in  Brook- 
lyn, it  is  not  a  problem. 

Chairman  Domenici.  Senator  Grassley? 

Senator  Grassley.  Dr.  Bennett,  I  want  your  advice  more  on 
process  than  on  the  substance,  because  I  think  there  is  general 
agreement  here  about  the  substance,  and  if  there  isn't,  then  we 
haven't  gotten  the  message  of  the  last  election. 

It  seems  to  me  the  biggest  problem  that  we  face,  at  least  in  my 
view,  in  trying  to  redefine  and  restructure  the  government  is  the 
resistance  that  we  are  going  to  get  from  the  special  and  the  bu- 
reaucratic interests,  and  particularly  those  in  this  town,  because 
they  have  the  money,  they  have  the  power.  They  always  use  the 
Washington  Monument  argument  of  why  you  can't  do  certain 
things  or  change  anything.  And  they,  of  course,  have  the  great 
media  contacts  that  tend  to  be  big  government. 

Mr.  Bennett.  Right. 

Senator  Grassley.  All  of  this  makes  the  best  analytical  exercise 
get  slapped  with  a  cold  hand  of  reality,  so  how  would  you  go  about 
countering  this  force? 
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Mr.  Bennett.  I  would  go  about  countering  it,  first  of  all,  by  not 
underestimating  the  significance  of  the  effort,  and  second,  by  being 
very  candid  and  by  being  very  persistent  about  persevering  in  this. 
I  think  it  is  also  good  to  have  many  targets  at  once,  to  be  going 
at  many  fronts  in  this  effort. 

But  I  detect  something  in  the  American  people  at  this  point,  as 
I  went  around  this  fall,  that  is  very,  very  serious.  It  is  not  just  the 
anger.  It  is  the  very  deep  worry  about  this  country. 

When  I  was  out  campaigning  this  fall,  talking  to  people,  they 
knew  I  was  from  Washington  and  had  done  this  book  and  had 
these  jobs.  I  asked  them  what  was  on  their  mind  and  the  things 
they  told  me  were  very  interesting.  They  didn't  say,  well,  we  need 
to  balance  the  budget,  we  need  to  do  this  and  that.  They  would 
mention  that,  and  those  are  important  tasks,  but  their  worries 
were  about,  is  the  country  coming  apart?  Are  the  wheels  coming 
off?  What  is  happening  to  America?  What  is  going  on?  Are  we  los- 
ing this  great  republic? 

They  understand  the  stakes  are  serious,  and  I  think  that  what 
you  ought  to  do,  in  terms  of  process — this  is  my  advice — is  to  go 
to  them,  do  not  go  to  them  counterfeitly,  to  paraphrase  Shake- 
speare, go  to  them  candidly  and  say,  look,  we  know  about  your 
anger  with  government.  We  know  you  want  it  cut.  We  know  you 
want  us  to  have  the  same  rules  apply  to  us  that  apply  to  you,  cut 
staffs,  cut  other  things  here,  all  that  business.  We  understand  that. 
But  do  you  understand  that  there  is  something  you  are  going  to 
have  to  scale  back? 

If  you  want  your  money  back,  you  can  have  your  money  back, 
but  you  have  to  take  the  responsibility  back,  too.  If  you  want  the 
Federal  Government  to  do  less,  American  people,  you  are  going  to 
have  to  ask  more  of  yourselves.  I  think  that  is  a  question  that 
ought  to  be  put  by  everybody  up  here  to  their  constituents. 

You  sent  me  in  anger  to  fix  this  place.  I  will  do  my  best  to  fix 
this  place,  but  you  have  to  realize  that  this  is  going  to  require  some 
effort  on  your  part,  as  well.  Are  you  ready  on  the  Washington 
Monument?  Are  you  ready  on  Amtrak?  Are  you  ready  on  some 
other  subsidy,  because  that  is  the  price  of  the  game.  There  is  no 
free  lunch. 

Senator  Grassley.  Thank  you. 

Chairman  DOMENICI.  Thank  you  very  much.  Senator  Grassley. 

Senator  Gregg? 

Senator  Gregg.  I  apologize,  Dr.  Woodson,  for  not  being  here  for 
your  testimony.  I  was  just  skimming  your  statement  here.  Actually, 
I  had  planned  to  ask  Mr.  Bennett  this  question,  but  I  would  appre- 
ciate a  response  from  both  of  you,  looking  at  your  statement.  I 
think  it  is  very  current  to  what  you  have  addressed  the  committee 
with.  Dr.  Woodson,  and  that  is  this. 

It  seems  to  me  that  the  Nation  is  divided  into  two  basic  cultures 
right  now.  That  is  a  generalization,  but  for  the  purposes  of  debate, 
let  us  accept  it  as  reasonably  accurate.  You  have  an  urban  culture 
and  you  have  a  non-urban  culture.  Unfortunately,  solutions  for  the 
non-urban  culture  are  different  than  the  urban  culture.  In  the  sub- 
urbs of  America,  there  is  still  family  structure  and  there  is  still  op- 
portunity and  there  is  still  a  society  that  has  commitment  to  its 
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school  systems.  In  your  urban  cultures,  you  have  a  collapse  of 
many  of  those  institutions. 

How  does  a  Federal  Government  address  that  dichotomy  in  a 
way  that  doesn't  end  up  with  the  one  brush  that,  unfortunately, 
impacts  both  cultures  in  a  negative  way  and  doesn't  resolve  either 
one's  problems? 

Mr.  Bennett.  I  think  the  short  answer,  Senator,  is  where  pos- 
sible, it  doesn't,  because  one  size  doesn't  fit  all,  and  that  has  been 
a  problem,  I  think,  with  a  lot  of  Federal  programs. 

I  remember  dealing  with  something  like  bilingual  education.  Fed- 
eral mandates  on  bilingual  education,  trying  to  deal  with  them  in 
the  State  of  New  Mexico  as  compared  to  dealing  with  them  in  the 
State  of  South  Dakota.  Those  are  very  different  places,  and  the 
issue  should  be  dealt  with  in  a  very  different  way.  So  where  pos- 
sible, avoid  one-size-fits-all.  Where  possible,  devolution.  Where  pos- 
sible, let  the  people  in  the  State  make  their  own  decision. 

What  is  true  of  the  Federal  Government  is  also  true  of  a  State. 
The  State  of  Washington,  Senator  Gorton's  State,  when  one  goes 
there,  you  see  there  is  this  enormous  city,  Seattle,  which,  I  think, 
is  about  half  the  population  of  the  State  or  close  to  it,  something 
like  that,  40  percent,  and  then  there  is  the  rest  of  the  State.  Cul- 
turally, they  are  very  different  areas,  and  so  it  ought  to  be  devolved 
again. 

So  I  think  where  possible,  eliminate  one-size-fits-all.  I  don't  think 
the  Federal  Government  program  has  shown  that  it  is  either  smart 
enough  nor  sensitive  enough  to  deal  with  these  in  a  responsible 
way. 

Senator  Gregg.  Mr.  Woodson? 

Mr.  Woodson.  I  haven't  testified  yet.  Senator. 

Senator  GREGG.  I  apologize. 

Mr.  Woodson.  I  will  respond  to  your  question.  I  know  Mr.  Ben- 
nett is  pressed  for  time. 

Chairman  DOMENICI.  Senator  Gregg,  we  have  already  estab- 
lished kind  of  a  rule  here  that  since  Secretary  Bennett  is  on  a  short 
time  frame,  Mr.  Woodson  has  not  yet  testified.  When  he  does,  obvi- 
ously, he  will  be  open  for  questions. 

Senator  Gregg.  I  apologize  for  coming  in  late  and  not  recogniz- 
ing that. 

Chairman  DOMENICI.  That  is  all  right. 

Mr.  Bennett.  I  think,  for  purposes  of  my  analysis,  I  would  say 
the  more  important  distinction,  and  I  don't  mean  this  frivolously, 
is  not  urban  and  non-urban.  That  is  obviously  important  in  terms 
of  analysis  of  problems. 

I  think  the  more  important  distinction,  the  one  that  really  is  the 
nub  of  the  problem,  is  that  the  country  is  divided  into — and  this 
is  too  crude,  as  well,  but  the  country  is  divided  into  people  who  are 
prepared  to  be  responsible  and  people  who  are  whiners.  The  two 
great  noises  I  hear  in  America  are,  let  us  get  this  thing  together, 
let  us  get  our  country  back,  and  the  other  noise  is  the  whining. 
Who  is  going  to  do  this  for  me? 

We  have  the  State  of  the  Union  tonight,  and  2  years  ago,  2^2 
years  ago,  in  the  most,  I  think,  signal  Presidential  debate  with 
Bush  and  Perot  and  Clinton,  the  guy  from  Richmond  stood  up  and 
said,  one  of  you  people  is  going  to  be  President  of  the  United 
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States.  We  are  your  children.  What  will  you  do  for  our  needs?  That 
was  an  unbelievable  question.  Madison  and  Jefferson,  buried  not 
far  from  this  guy,  if  they  didn't  get  out  of  their  graves  and  run. 
What  are  you  going  to  do  for  us?  What  will  you  do  for  us,  as  your 
children? 

And  what  was  worse  is  that  all  three  answered  the  question. 
Perot  actually  didn't.  Perot  said,  open  the  hood  and  clean  out  the 
barn [Laughter.] 

George  Bush  demurred  some  and  then  answered  it.  Bill  Clinton 
gave  a  long  answer. 

Somebody  has  to  say,  you  folks  have  to  say  to  this  guy,  hey,  you 
are  not  a  child.  Get  a  hold  of  yourself,  man.  This  is  America.  It  is 
a  self-governing  thing.  Yes,  we  are  going  to  give  up  the  arts  and 
humanities.  Sorry.  See  if  you  can  live  without  them.  We  are  going 
to  give  up  this  subsidy.  See  if  you  can  live  without  it. 

You  don't  have  to  live  without  support  for  the  arts  and  human- 
ities. Find  it  in  Peoria.  Find  it  at  the  State  level. 

Instead  of  just  taking  all  the  hits,  I  mean,  I  believe  Washington 
is  entitled  to  a  lot  of  hits  and  I  think  the  cynicism  is  well  earned, 
but  there  are  some  things  you  can  say  back.  Say,  you  can  shellack 
us  all  you  want  about  cleaning  up  this  process,  but  you  are  going 
to  have  to  lower  your  demands,  the  American  people.  You  are  going 
to  have  to  start  saying,  there  are  a  whole  bunch  of  things  that  we 
are  prepared  to  do  for  ourselves,  like  educate  our  children. 

Now  when  people  complain  about  the  state  of  American  edu- 
cation, they  have  a  lot  to  complain  about  the  bureaucracy,  curricu- 
lum, all  the  nonsense,  but  it  is  also  a  fact  that  the  average  Amer- 
ican household  watches  7  hours  of  television  a  day,  so  don't  tell  me 
the  American  people  don't  bear  some  responsibility  for  this. 

That  is  the  point  I  would  make,  the  distinction  between  the  peo- 
ple who  are  still  prepared  to  self-govern  and  the  whiners. 

I  have  to  leave.  This  man  has  a  lot  to  say.  I  do  wholesale;  he  does 
retail. 

Chairman  DOMENICI.  I  don't  know  if  we  are  going  to  make  you 
wait  for  Don  Nickles,  because  he  got  here  so  late 

Mr.  Bennett.  Yes,  sir. 

Chairman  DOMENICI.  But  you  are  going  to  wait  for  me  for  a  cou- 
ple of  minutes.  I  have  been  here  a  long  time.  [Laughter.] 

Is  that  all  right  with  you.  Senator  Nickles? 

Senator  Nickles.  That  is  fine. 

Senator  ExON.  I  am  sorry,  we  don't  have  time  for  you,  Mr.  Chair- 
man. [Laughter.] 

Senator  NiCKLES.  Mr.  Chairman,  I  will  shock  you.  I  will  just  wel- 
come both  of  our  panelists.  They  are  both  good  friends  of  mine.  I 
appreciate  their  statements.  I  was  in  the  process  of  reading  Mr. 
Bennett's  statement  and  I  want  to  read  Mr.  Woodson's,  because  I 
think  what  they  are  saying,  and  have  said  for  several  years  now, 
needs  to  be  heard. 

Mr.  Woodson  has  spoken  before  a  couple  of  our  groups  and  I  am 
very  appreciative  of  that.  It  is  a  very  needed  message.  Mr.  Bennett 
has  been,  both  with  his  books  and  with  his  statements  before  this 
panel  and  others,  and  I  appreciate  his  contributions  very  much. 

Chairman  DOMENICI.  I  might  also  add.  Senator,  that  sitting  in 
the  room  is  also  Mr.  Robert  Greenstein,  Executive  Director  of  the 
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Senate  Center  on  Budget  and  Policy  Priorities,  and  while  he  is  not 
necessarily  of  the  same  view,  he  is  equally  welcome  for  his  views 
here,  and  he  is  not  at  the  table  because  we  didn't  invite  guests 
other  than  Secretary  Bennett,  but  Mr.  Woodson  happened  to  be 
there,  so  he  joined  him. 

Is  Stephen  Moore  here  from  Cato?  Yes,  we  welcome  you,  too,  and 
you  will  be  on  very  soon,  as  soon  as  we  can  get  started.  Is  that  all 
right  vdth  you? 

Mr.  Moore.  Sure. 

Chairman  DOMENICI.  Mr.  Secretary,  let  me  ask  you,  first  of  all, 
I  may  state  it  differently  than  you,  but  I  agree  wholeheartedly  that 
there  is  an  anxiety  about  the  people  of  our  country  that  may  have 
very  little  to  do  with  Federal  programs.  It  has  a  lot  more  to  do  wdth 
the  fact  that  we  have  caused  the  character  of  America  to  change 
dramatically  or  let  it  happen. 

I  want  to  compliment  you  on  a  little  side  venture  that  you  are 
in  that  I  think  is  far  more  than  that  but  absolutely  important,  and 
that  is  your  advocacy  and  leadership  role  in  a  program  in  America 
called  "Character  Counts".  Frankly,  that  is  a  very  simple  propo- 
sition, that  the  character  of  America  must  reinstate  such  things  as, 
and  you  have  adopted  six  pillars  of  character.  They  are  very  sim- 
plistic but  they  are  absolutely  dynamite — trustworthiness,  respect, 
responsibility,  justice  and  fairness,  caring,  and  citizenship. 

You  do  not  know  yet  what  a  broad  impact  that  is  having  on 
many  of  our  States.  It  is  actually  working.  If  it  continues  to  get 
broad  support  and  if  our  school  systems  are  confident  enough  to  let 
character  education  take  place  without  huge  money  from  the  Fed- 
eral Government,  it  is  actually  invigorating  teachers.  I  must  share 
that  with  you.  Teachers  are  exciting  about  teaching,  once  again, 
about  character  and  using  these  six  pillars  which  nobody  now  says 
is  religion,  nobody  is  saying  is  conservative  or  liberal.  They  are  just 
saying  it  is  about  the  heart  and  soul  of  the  country. 

Could  you  just  take  30  seconds  and  tell  the  committee  whether 
you  agree  that  this  kind  of  thing  is  what  you  have  in  mind  and  is 
it  apt  to  work? 

Mr.  Bennett.  I  think  it  is  two  things.  First,  thank  you  for  men- 
tioning it  and  my  involvement  in  it.  The  National  co-chairs  are 
Barbara  Jordan  and  Tom  Selleck,  and  given  that  Tom  Selleck  is  co- 
chair  and  comes  into  a  room,  you  want  to  feel  like  a  piece  of  fur- 
niture, to  be  in  the  same  room  with  Tom  Selleck,  become  invisible. 
[Laughter.] 

So  thank  you. 

One  of  the  nice  things  about  it  is  the  word,  that  we  can  use  the 
word  "character"  again,  as  opposed  to  using  something  like  values 
or  sensitive  or  nice.  Character — character  is  something  hard  and 
solid  and  real,  and  that  is  a  good  thing. 

I  think  that  is  fine.  As  the  line  in  "Death  of  a  Salesman",  atten- 
tion must  be  paid,  and  the  way  you  pay  attention  to  something  like 
this  is  to  self-confidently  use  the  word.  These  programs  and  these 
organizations  may,  indeed,  do  some  good. 

Chairman  DOMENICI.  Mr.  Secretary,  you  are  fully  aware  that  the 
Constitution  provided  for  a  United  States  Senate,  as  compared 
with  the  House,  with  a  little  different  philosophy  about  it.  As  a 
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matter  of  fact,  we  were  supposed  to  be  more  concerned  about  our 
States  than  they  were  necessarily  concerned  about  our  States. 

Let  me  ask  you  for  your  thoughts  on  the  following.  As  we  at- 
tempt to  return  programs,  block  grants  or  otherwise,  be  it  welfare, 
be  it  any  of  the  things  you  have  mentioned,  to  the  States,  you  un- 
derstand Senators  have  a  responsibility  to  their  constituents.  I  take 
it  you  have  looked  at  the  fact  that  some  States  are  poor  now  and 
have  been  poor  for  a  long  time.  Some  States  are  rather  wealthy. 
Some  were  wealthier  at  one  point  and  are  not-so-wealthy. 

But  when  you  speak  of  turning  programs  back  in  such  areas  as 
medicaid  and  welfare,  there  is  an  enormous  disparity  between  the 
effect  on  a  poor  State  and  the  effect  on  not-so-poor  a  State,  in 
terms  of  not  only  the  constituents,  the  people  and  the  kinds  of 
things  we  are  trying  to  provide  States. 

How  would  you  address  that,  or  give  us  some  thoughts  about 
that.  I  might  tell  you  right  up  front,  I  share  the  commitment  to  the 
amendment  to  the  Constitution  that  Senator  Abraham  talked 
about.  In  fact,  we  may  put  it  up  as  our  motto  during  markups  on 
this.  And  your  question,  should  the  Government  of  the  United 
States  do  this,  is  the  question,  not  should  it  be  done  by  govern- 
ment. 

But  this  will  create  the  most  serious  problem  in  terms  of  getting 
reform  through  of  the  type  you  are  speaking  to,  so  could  you  just 
allude  to  that  and  tell  us  how  would  you  think  about  it? 

Mr.  Bennett.  I  would  want  to  know  the  answer  to  one  question 
first,  Senator,  and  I  would  urge  this  on  you.  You  are  to  be  the  de- 
liberative body,  too,  remember,  in  the  founders'  view,  the  body  that 
takes  the  longer  view,  not  like  the  excitable  Members  of  the  House. 

Chairman  DOMENICI.  That  is  correct. 

Mr.  Bennett.  I  knew  you  would  agree,  but  I  didn't  know  you 
would  agree  so  emphatically.  [Laughter.] 

Chairman  DOMENICI.  I  didn't  agree  that  it  was  happening  all  the 
time.  I  just  said  that  is  what  they  had  in  mind. 

Mr.  Bennett.  You  agree  that  was  their  reading,  yes,  sir. 

The  one  inquiry  I  would  want  to  make  is  of  the  States  of  them- 
selves, which  is  that  a  very  interesting  thing  happened  in  this  wel- 
fare debate.  When  you  talk  to  a  number  of  the  Governors  in  the 
States,  Democrats  and  Republicans  alike,  and  said,  we  will  send 
you  less  money  but  we  wiU  put  fewer  regulations  on  you.  Most  of 
them  were  eager,  but  most  of  them  took  that  deal.  You  give  us  85 
cents  instead  of  the  dollar  but  don't  give  us  all  the  mandates.  A  lot 
of  Governors  will  take  that. 

The  last  time  I  looked,  and  this  was  a  long  time  ago,  it  was  10 
years  ago,  Texas  sends  $1.22  to  the  Federal  Treasury  and  gets  $1 
back.  This  was  during  the  great  big  oil  days.  Mississippi  sends  80 
cents  to  the  Federal  Treasury  and  gets  $1  back.  That  is  the  dis- 
crepancy you  are  talking  about. 

Chairman  DOMENICI.  Don't  proceed,  because  you  will  find  mine 
at  the  top  of  that  list. 

Mr.  Bennett.  All  right.  It  would  be  interesting  to  talk  to  people 
in  various  States  and  say,  supposing  you  got  just  the  share  you 
were  getting — I  am  not  sa)dng  that  is  the  solution — but  you  got  it 
without  the  strings,  and  these  aren't  strings.  People  call  them 
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strings,  but  these  are  cables.  These  are  steel  cables  that  Federal 
programs  come  back  with. 

I  will  bet  you  that  many  States  would  be  willing  to  take  their 
share  by  a  proportion  less  than  they  are  getting  now  if  they  could 
be  freed  of  the  mandates  that  a  lot  of  that  money  comes  with.  It 
would  be  an  interesting  inquiry  to  find  out. 

Chairman  DOMENICI.  I  would  tell  you  that  is  not  going  to  work 
in  some  States.  The  Nancy  Kassebaum  approach  just  won't  work 
for  them  in  terms  of  returns,  so  right  up  front,  you  will  find  that 
here. 

My  next  question  has  to  do  with  inner  cities,  and  if  you  would 
want  to  defer  to  the  next  witness,  fine,  but  let  me  tell  you,  I  am 
convinced  that  Republicans,  and  we  obviously  want  to  change 
things,  but  if  we  don't  have  some  positive  policy  with  reference  to 
the  inner  cities  of  the  United  States,  then  we  are  going  to  be  pre- 
sumed to  say  the  big  cities,  the  inner  cities  of  America  don't  count, 
and  if  they  disappear,  it  doesn't  make  any  difference  to  America. 

I  don't  have  a  big  city.  My  biggest  is  a  half-million,  Albuquerque. 
That  may  be  a  big  city  in  somebody's  parlance,  but  I  am  referring 
to  the  others  that  have  the  real  problems. 

I  think  we  need  a  policy  and  I  think  we  need  a  policy.  Could  you 
refer  us  to  what  you  would  think  about  that  in  a  couple  of  minutes 
here?  If  you  want  to  refer  us  to  something  in  writing,  we  would  like 
to  look  at  it. 

Mr.  Bennett.  I  will  refer  you  to  writing  and  I  will  comment  in 
just  a  minute  and  then  pass  to  the  expert  on  my  left. 

Chairman  DoMENici.  All  right. 

Mr.  Bennett.  If  you  do  the  kinds  of  reforms  that  I  think  people 
are  talking  about  doing  and  you  are  talking  about  doing — education 
reform,  welfare  reform,  real  serious  reform  on  crime — the  major 
beneficiaries  of  these  reforms  will  be  poor  people,  and  the  major 
beneficiaries  among  the  poor  will  be  the  poor  children. 

This  Congress,  this  Republican  party,  has  an  opportunity  to  show 
not  the  talk  of  compassion  but  real  compassion,  and  real  compas- 
sion would  say  to  the  current  system,  we  can't  do  this  anjnnore.  It 
is  not  compassionate  to  run  a  Federal  welfare  system  where  you 
are  driving  up  the  illegitimacy  rate.  It  is  not  compassionate  to  run 
an  educational  system  filled  with  fads  and  fancies  that  destroy  the 
capacity  of  kids  from  poor  environments  to  improve  their  lives. 

When  things  go  wrong  in  a  nationally-run  system,  a  federally- 
run  system,  welfare,  education,  crime,  the  people  who  have  the 
most  to  lose  are  the  people  who  are  dependent  on  that  system,  and 
that  has  been  the  poor,  and  particularly  the  children  of  the  poor. 

The  children  we  have  to  keep  in  mind,  it  seems  to  me,  as  we  are 
doing  all  this  work  is  the  child  like  Robert  Sandifer,  that  11-year- 
old  boy  in  Chicago  who  was  buried  with  his  teddy  bear.  This  child 
was  a  product  of  the  Federal  welfare  system.  This  child  was  a  prod- 
uct of  the  criminal  justice  system.  This  child  was  the  product  of 
modern  America  and  its  cultural  problems. 

That  is  body  count.  Senator.  We  have  seen  the  body  count.  We 
have  put  $5  trillion  in.  We  have  been  doing  this  for  30  years.  The 
people  who  set  it  up  had  the  best  of  intentions.  They  wanted  things 
to  get  better.  Things  are  worse.  By  body  count,  you  have  to  do 
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something  else.  The  burden  of  proof  is  there  and  those  kids  are  the 
ultimate  beneficiaries. 

Chairman  DOMENICI.  Thank  you  very  much. 

Mr.  Bennett.  Thank  you. 

Chairman  DoMENici.  Could  we  have  our  three  witnesses  now  at 
the  table? 

Let  me  annoiuice  to  the  committee,  we  have  three  witnesses 
planned,  Stephen  Moore,  Director  of  Fiscal  Policy  Studies  for  Cato. 
He  had  to  leave  to  testify  somewhere  else.  He  will  try  to  come  back 
before  we  are  finished. 

We  have  Dr.  Robert  Woodson.  We  have  all  seen  him  sitting  at 
the  table.  He  is  President  of  the  National  Center  for  Neighborhood 
Enterprise. 

We  also  have  Mr.  Robert  Greenstein,  Executive  Director  of  the 
Center  on  Budget  and  Policy  Priorities. 

I  think  we  ought  to  proceed  without  further  introduction.  We  can 
all  read  the  backgrounds.  These  are  very  distinguished  citizens  of 
the  United  States  with  something  to  offer. 

We  will  proceed  as  follows.  Mr.  Woodson,  would  you  proceed  with 
your  testimony,  and  we  would  like  to  ask  questions,  so  would  you 
make  your  testimony  as  brief  as  possible? 

STATEMENT  OF  ROBERT  L.  WOODSON,  SR.,  FRESmENT,  NA- 
TIONAL  CENTER  FOR  NEIGHBORHOOD  ENTERPRISE  AND 
CHAIRMAN,  NEIGHBORHOOD  LEADERSHIP  TASK  FORCE  ON 
GRASSROOTS  ALTERNATIVES  TO  PUBLIC  POLICY  (GAPP) 

Mr.  Woodson.  I  will,  Senator,  and  I  will  just  summarize.  I  won't 
read  from  it. 

I  would  like  to  amend  my  introduction  to  add  that  I  am  also  a 
product  of  the  civil  rights  movement,  having  led  demonstrations  in 
the  1960's,  and  I  realize,  as  Dr.  King  did,  that  just  lifting  racial 
barriers  was  insufficient  to  create  opportunity  for  many  of  those 
who  are  poor.  I  also  worked  inside  of  the  "poverty  industry"  for  5 
years  as  a  social  worker.  I  describe  myself  now  as  a  "reconstructed 
social  worker".  So  I  bring  to  some  firsthand  experience  to  the  dis- 
cussion. 

My  testimony  will  reflect  some  25  years  of  working  at  the  civil 
rights  level,  as  well  as  working  among  low-income  people,  directing 
national  and  local  programs  to  aid  the  poor  of  all  races  and  ethnic 
backgrounds  to  elevate  themselves  from  poverty.  I  have  also  writ- 
ten a  number  of  books  which  document  the  failures  of  our  current 
approach. 

As  Mr.  Bennett  pointed  out,  the  record  is  clear  that  after  a  $5- 
trillion  expenditure,  poverty  conditions  are  getting  worse.  There  is 
a  crisis  of  a  dearth  in  new  thinking  about  these  issues  and  our  ap- 
proach to  poverty.  There  is  a  crisis.  But  also,  we  must  understand 
that  reform  has  been  trapped  behind  a  dam  created  by  the  civil 
rights  establishment  and  poverty  industry,  a  fact  that  has  never 
been  publicly  acknowledged.  The  civil  rights  movement  was  incu- 
bated in  the  same  womb  as  the  poverty  industry,and  both  enjoy  im- 
munity by  virtue  of  "good  intention". 

The  moral  authority  of  one  serves  as  a  heat  shield  for  the  other, 
and  any  attempt  to  challenge  the  way  we  have  approached  poverty 
in  America  nuis  into  countercharges  of  being  insensitive  not  only 
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to  the  poor,  but  also  to  the  whole  issue  of  race  as  well.  I  even  heard 
one  scholar  at  Howard  University  say  that  any  attempt  at  welfare 
reform  is  patently  racist.  Those  are  the  kinds  of  polarizing  lan- 
guage that  prevents  honest  debate  and  discussion. 

I  say  this  as  a  person  who  worked  inside  that  industry  but  who 
realized  in  the  late  1960's  that  many  of  those  who  suffered  and  sac- 
rificed most  in  the  struggle  for  civil  rights  did  not  benefit  from  its 
victories. 

We  must  recognize  that  the  poor  have  been  injured  by  the  help- 
ing hand.  A  recent  report  revealed  that  though  Washington,  DC 
ranks  at  the  absolute  top  in  terms  of  per  capita  expenditures  on 
all  of  the  major  areas  of  human  service  dehvery,  spending  $9,500 
for  each  individual,  it  ranks  at  the  very  bottom  in  terms  of  out- 
comes. 

I  have  a  chart  that  I  will  be  submitting  to  the  committee  that 
will  amend  my  testimony  that  will  show  that  over  a  period  of  1960 
to  1992,  there  has  been  an  800  percent  increase  in  the  amount  of 
funds  going  to  the  poor.  In  1960,  about  70  cents  of  every  dollar 
went  directly  to  the  poor  and  30  cents  to  bureaucracy.  But  in  1992, 
about  80  cents  of  every  dollar  goes  to  the  industry  serving  the  poor. 
There  is  a  perverse  dis-incentive  that  blocks  solutions  since  poverty 
has  been  so  profitable  for  the  deliverers  of  service  to  the  poor. 

I  would  like  to  give  some  examples  of  what  I  mean.  Regarding 
policy,  I  would  love  to  take  up  Senator  Exon's  challenge  to  talk 
about  where  we  could  cut,  because  our  neighborhood  groups  around 
the  Nation  have  identified  many  programs  that  are  wasteful  and 
can  be  cut.  It  is  possible  to  cut  the  size  of  them  in  half  and  double 
the  amount  of  people  served  by  those  programs. 

For  instance,  the  Federal  Government  provides  subsidies  for 
100,000  vacant  public  housing  units  every  year.  If  you  are  the 
owner  of  an  apartment  complex  and  you  have  half  of  your  units  un- 
occupied and  someone  gives  you  total  subsidy,  what  incentive  do 
you  have  for  filling  those  units?  You  don't. 

The  City  of  Detroit,  on  any  given  day,  has  40  percent  of  its  public 
housing  units  vacant  and  still  receives  100  percent  subsidies  from 
the  Federal  Government.  On  those  units  that  are  occupied,  the 
costs  of  maintaining  one  of  those  public  housing  units  is  twice  the 
amount  of  money  that  it  would  take  to  manage  an  expensive  high 
rise  with  a  pool  in  the  City  of  New  York.  In  the  City  of  Philadel- 
phia, it  is  the  same. 

Let  me  just  conclude  by  saying  what  can  be  done. 

Chairman  DOMENICI.  Mr.  Woodson,  might  I  just  interrupt  at  this 
point?  Some  of  those  vacant  units  that  you  described  as  being  in 
Detroit  or  DC  or  elsewhere,  40  percent  are  empty.  One  of  the  big 
problems  is  we  have  committed,  in  many  instances,  to  multi-year 
agreements  to  pay  that,  whether  they  are  full  or  empty.  We  have 
these  Section  8  housing  agreements,  some  of  which,  as  you  recall, 
were  30-year  commitments  on  the  part  of  your  government  to  say 
to  that  person  that  built  that  place,  we  give  you  a  30-year  guaran- 
tee. That  is  for  Section  8  housing. 

Mr.  Woodson.  That  is  Section  8. 

Chairman  DOMENICI.  That  is  not  what  you  are  referring  to? 

Mr.  Woodson.  What  I  am  talking  about  is  not  covered  under 
Section  8.  Congress  could  change  this  tomorrow. 
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Chairman  DOMENICI.  The  one  you  are  referring  to? 

Mr.  Woodson.  The  one  I  am  referring  to. 

Chairman  DOMENICI.  Thank  you  very  much. 

Mr.  Woodson.  If  it  would  just  be  willing  to  challenge  the  hous- 
ing industry  and  all  of  the  people  who  support  that  subsidy. 

Chairman  DOMENICI.  All  right. 

Mr.  Woodson.  So  that  can  be  changed. 

Another  area  for  reform  is  our  renovation  of  low-income  housing. 
I  was  on  a  panel  with  Mayor  Rendell  of  Philadelphia  and  he  agreed 
with  me,  that  under  current  Federal  and  local  policy,  we  spend 
$135,000  to  renovate  a  low-income  house  in  the  City  of  Philadel- 
phia, where  the  average  housing  cost  is  $50,000.  It  should  only 
take  $30,000  to  totally  renovate  the  unit,  yet  that  is  what  the  Fed- 
eral Government  pays,  $135,000.  So  we  could  cut  that  program  in 
half  and  still  provide  housing  for  twice  the  number  of  people  that 
we  currently  do. 

So  what  can  be  done?  I  believe  that  we  have  to  recognize  that 
there  are  two  levels  of  poverty.  You  cannot  generalize  about  pov- 
erty or  poor  people.  There  are  some  people  who  are  poor  because 
of  situations  beyond  their  control.  The  steel  plant  closes;  they  are 
out  of  work.  For  these  responsible  family  people,  all  that  is  needed 
is  a  job  or  an  opportunity. 

But  there  are  vast  numbers  of  others  who  are  "behaviorally  poor" 
and  their  attitudes  and  values  make  them  almost  immune  to  the 
benefits  of  a  job  or  programs.  For  them  a  moral  and  spiritual  trans- 
formation is  necessary,  and  our  grassroots  leaders  have  been  able 
to  engage  them  and  bring  about  that  change  very  effectively — more 
effectively,  for  instance,  than  conventional  programs  of  drug  reha- 
bilitation. 

Several  of  our  value-based,  faith-based  programs  throughout  the 
country  have  transformed  13,500  drug  addicts,  hard-core  drug  ad- 
dicts that  have  failed  all  of  the  traditional-based  clinics — and  yet 
they  have  received  no  Federal  or  State  dollars.  Once  their  accom- 
plishments were  chronicled  in  the  press,  the  first  thing  that  the 
State  did  was  to  try  to  close  them  down  because  they  didn't  con- 
form to  the  rules  applied  to  medically-based  clinics.  They  didn't 
have  psychiatrists  or  psychologists  on  staff,  so  they  tried  to  close 
them  down. 

Secretary  Bennett  is  right.  The  first  thing  that  the  government 
can  do  is  get  out  of  the  way.  If  you  can't  help,  don't  hurt. 

The  next  thing  we  can  do  is  allow  taxpayers  to  designate  their 
tax  contributions  for  these  faith-based  efforts  that  have  dem- 
onstrated that  they  can  change  the  value  choices  that  people  make. 
That  is  another  thing  we  can  do. 

I  think  we  have  to  shift  our  thinking  about  the  poverty  industry 
to  demand  that  the  principles  that  operate  in  our  market  economy 
ought  to  also  operate  in  our  social  economy.  In  our  market  econ- 
omy, reward  is  determined  by  outcomes.  In  our  social  economy,  we 
virtually  reward  Failure.  We  ask  not  how  many  people  are  freed 
from  poverty,  but  how  many  are  maintained  in  a  state  of  depend- 
ency. The  larger  the  problem,  the  larger  the  bureaucracy,  and  the 
higher  the  salaries  of  the  people  in  the  bureaucracy.  The  "cus- 
tomers" are  never  the  people  served.  The  customers  are  the  provid- 
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ers.  And  providers  ask  not  which  problems  are  solvable  but  what 
is  fundable  this  year. 

We  can  make  a  dramatic  change  if  we  were  to  make  the 
consumer  our  low-income  people,  giving  them  the  authority  and  the 
power  to  make  decisions. 

The  poverty  industry  and  their  civil  rights  protectors  practice  the 
most  egregious  form  of  moral  hypocrisy  that  I  have  ever  seen. 
While  they  oppose  choice  in  education  that  would  enable  low-in- 
come kids  to  get  out  of  these  intellectual,  moral,  and  spiritual  kill- 
ing fields  that  are  public  schools.  Yet  while  they  resist  supporting 
choice,  80  percent  of  Washington,  DCs  public  school  teachers  with 
school-age  children  do  not  send  their  kids  to  DC  public  schools.  Na- 
tionally, twice  the  percentage  of  public  school  teachers  send  their 
kids  to  private  schools  than  parents  in  the  general  population. 

We  should  insist  that  the  receivers  of  dollars  designated  to  aid 
the  poor  ought  to  be  judged  not  by  how  many  people  their  pro- 
grams serve  but  how  few  are  served — how  many  are  boosted  to 
self-sufficiency.  We  should  devolve  more  authority  to  their  cus- 
tomers. 

Finally,  in  terms  of  saving  dollars,  we  need  to  challenge  the  spe- 
cial interest  groups  that  have  coalesced  to  promote  the  Davis-Bacon 
Act.  Legislation  in  this  country  is  as  anti-poor  as  the  Davis-Bacon 
Act. 

For  instance,  in  Philadelphia,  when  I  was  working  with  an  anti- 
gang  program,  we  raised  $135,000  private  dollars  to  renovate  three 
houses  on  the  block  where  19  ex-gang  members  had  a  chance  to 
work  under  a  journeyman  and  learn  home  repair.  Three  doors 
away,  we  received  Federal  dollars  to  renovate  three  similar  houses 
at  a  cost  of  $463,000  and  none  of  the  local  ex-gang  members  could 
be  hired.  The  job  was  taken  by  all  white  union  representatives 
from  outside,  who  pulled  their  big  van  on  that  small  street.  Not 
only  the  wage,  restrictions  such  as  Davis-Bacon,  but  also  other 
work  rules  drove  up  the  cost  of  the  second  project. 

So  there  is  much  that  the  Federal  Government  can  do  to  change 
the  way  it  approaches  those  who  deliver  services  to  the  poor.  One 
dramatic  step  would  be  to  shift  the  emphasis  to  their  outcomes  as 
opposed  to  just  process. 

There  are  many  more  strategies  and  examples  of  what  is  working 
that  I  have  submitted  as  a  part  of  my  testimony. 

Chairman  DOMENICI.  Your  testimony  in  its  entirety  will  be  made 
part  of  the  record,  and  we  will  hold  a  minute  and  let  our  next  wit- 
ness testify  and  then  ask  both  of  you  questions. 

[The  prepared  statement  of  Mr.  Woodson  follows:] 
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A  Crisis  of  New  Thinking 

The  foremost  challenge  £tcing  America  today  is  the  crisis  of  the  decaying  effects  of  poverty  and 
the  moral  and  spiritual  toll  tliat  it  exacts  on  the  entire  country.  America  is  on  a  collision  course 
with  its  future  unless  and  until  real  answers  can  be  found.  Eighty  percent  of  the  new  employees 
within  the  next  twenty  years  will  be  drawn  from  groups  that  are  in  crisis.  Hie  federal 
government  spends  more  than  thirty  billion  dollars  on  more  than  150  different  job  training 
programs  that  for  the  most  part  have  tailed.  American  corporations  spend  in  excess  of  30  billion 
dollars  on  training  its  onployees,  many  of  whom  have  felled  to  receive  an  adequate  education 
through  our  public  schools. 

These  problems  caimot  be  solved  by  merely  increasing  the  investment  of  public  dollars  into  the 
current  systems  of  aid  for  the  poor.  Even  with  an  <°ver-increasing  rate  of  spending  on  poverty 
programs,  it  has  been  estimated  that  a  black  child  bom  in  Harlem  today  has  a  lower  life 
expectancy  than  a  child  bom  in  Bangladesh.  Ours  is  not  a  crisis  of  compassion  or  a  crisis  of 
commitment.   It  is  a  crisis  of  new  thinking. 

If  the  government  is  to  make  a  difference,  it  must  be  willing  not  only  to  reach  outside  the 
traditional  way  of  thinking,  but  it  must  be  willing  to  challenge  the  poverty  industry  that 
systematically  perpetuates  depeadeocy  and  absorbs  valuable  tax  dollars. 

Anti-Fbverty  Programs  Must  Be  Evaluated  on  Outcomes 

Our  nation's  thirty-year  $5  trillion  anti-poveity  campaign  should  be  evaluated  in  terms  c^  its 
outcome— the  extent  to  which  it  has  facilitated  the  efforts  of  low-irKX>me  people  to  achieve 
independence  and  self  sufficiency.      An  outcome-based  analysis  of  the  facts  shows  that  our 
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cuireot  approach  to  poverty  has  been  a  dismal  fiuhiie.  Although  wel&re  spending  (in  constant, 

inflation-adjusted  dollars)  has  skyrocketed  by  neady  800  percent  ftom  I96S  to  1992,  there  has 

been  do  significant  reduction  in  our  nation's  poverty  rate  since  the  "^hn  on  Poverty  was 

launched. 

Just  one  case  study  will  reveal  that  the  answer  to  the  problems  in  our  nation's  afflicted 

communities  does  not  lie  in  channeling  aHHirinnal  funds  through  the  same,  £uled  programs.   As 

the  old  adage  goes,  "If  you  keqj  doing  what  you've  done,  you'll  keq)  getting  what  you've  got. " 

A  recent  study  of  Washington,  D.C.,  for  example,  revealed  that  the  District's  expenditure  level 
throughout  1991  exceeded  the  U.S.  state  and  local  average  by  126  percent  and  the  laigc-city 
average  by  295.  Yet,  when  analyzed  in  terms  of  200  measurements  of  community  health  and 
vitality  in  five  major  categories  (fiscal,  education,  crime,  societal,  and  economic  indicators),  the 
District's  ranking  was  among  the  worst—or  the  absolute  last— when  compared  to  other  large  cities 
or  the  fifty  states. 

Tilk  of  budget  cuts  aside,  if  our  current  top-heavy  bureaucratic  approach  to  assisting  the  poor 
could  be  replaced  by  a  strategy  that  was  more  cost-efficient  and  effective,  more  could  be  done 
with  less.   And  this  would  be  a  boon  to  all  low-income  Americans. 

Who  Benefits  From  Programs  R>r  the  Poor? 

There  is  a  danger  in  trusting  the  labels  of  programs  or  agencies  that  purport  to  serve  the 
"disadvantaged"  or  poor  people.  Statistical  "portraits"  of  the  poor  and  minorities  have  been 
continually  used  to  justify  trillions  of  dollars  in  fiinding.  Yet  the  lion's  share  oi  such  funds  have 
been  absorbed  by  a  massive  bureaucracy  of  administrators  and  service  providers.  In  most  cases 
only  thirty  cents  of  every  dollar  designated  to  help  the  poor  ever  reaches  the  hand  of  a  person 
who  is  in  poverty. 

At  the  same  time,  under  the  &lse  assumption  that  all  members  of  minorities  are  equally 
"disadvantaged,"  programs  and  policies  have  proliferated  which  have  benefitted,  primarily, 
blacks  in  the  upper  and  middle  income  brackets. 

With  a  massive  funding  stream  at  stake,  various  power  centers  have  struggled  to  maintain 
"ownership"  of  poverty-related  problems.  A  virtual  poverty  industry  has  now  been  built  on  the 
backs  of  the  poor  in  which  process  alone— without  r^ard  to  product- has  be«i  rewarded. 
Programs  and  agencies  receive  funds  in  proportion  to  the  numbers  of  clients  they  hold  as 
dq)endents  rather  than  the  number  they  have  successfully  boosted  to  self-sufficieoq^. 

The  poor  have  been  used  as  pawns  in  what  is,  essentially,  a  "bait  and  switch"  game  whose 
benefactors  have  gained,  sometimes  as  a  result  of  the  inertia  of  a  flawed  system,  and  sometimes 
as  a  result  of  outright  opportunism. 
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Not  only  has  the  current  system  had  n^ligible  effect  on  the  nation's  poverty  rate,  but  its 
dependency  producing  policies  and  regulations  have  taken  a  gnevous  toll  on  the  social  and 
cultural  vitality  of  low-income  neighborhoods.  The  perverse  incentives  that  have  been  built  into 
the  system  have  created  a  "behavioral  poverty"  with  high  rates  of  illegitimacy,  family  breakup 
and  inteigenerational  dependency  that  have  wreaked  damage  never  before  brought  on  by  material 
poverty. 

In  low-income  neighborhoods,  the  r^iulations  of  the  welfare  system  have  discouraged  activities 
that  are  rewarded  in  the  larger  society,  such  as  work,  savings,  and  fiunily  formation.  Under  a 
system  that  maintains  a  client  base  of  dqiendents  rather  than  helps  the  poor  to  reach  self 
sufficiency,  low-income  people  are  held  in  a  state  of  custodianship,  where  every  aspect  of  their 
lives  is  dictated.  Food  stamps  determine  what  they  will  eat,  {Xiblic  housing  where  they  will  live, 
and  medicare  who  their  doctors  will  be.  In  an  environment  in  which  individuals  have  little 
control  over  their  lives  and  destiny,  a  conviction  of  personal  responsibility  has  been  rq}laced  by 
an  atmosphere  of  hopelessness,  resentment,  and  immediate  gratification.  Entire  communities 
have  suffered  devastating  injury  from  the  "helping  hand." 

What  Can  Be  Done? 

Apply  Market  Principles  to  the  Social  Economy 

Charity  has  no  place  in  anti-poverty  programs.  The  nation  must  invest  in  solutions  that  tap  the 
proven  problem-solving  expertise  of  grassroots  organizations  that  have  done  more  with  less 
resources  than  bureaucratic  social  programs.  Clearly,  the  antidote  to  problems  produced  by  a 
&iled  and  counterproductive  system  clearly  does  not  lie  in  greater  funding  for  its  policies  and 
agencies.  Nor,  however,  does  it  lie  in  simply  cutting  funding  or  eliminating  those  programs. 
We  cannot  afford  to  simply  tinker  at  the  margins,  nipping  and  reforming  various  components 
of  a  failed  strategy. 

Nothing  short  of  a  major,  fundamental  paradigm  shift  is  demanded.  Currently,  America  is  a 
nation  of  two  economies.  The  larger  society  functions  under  basic  market  piincq)les  under 
which  innovation  thrives  and  rewards  are  allocated  with  r^ard  to  outcomes  aixd  efficiency.  Yet, 
isolated  from  this  world,  another  portion  of  the  American  papulation  has  been  trapped  on  the 
treadmill  of  a  command  economy,  held  hostage  to  the  poverty  industry  which  has  been  immune 
from  outcome-based  evaluation.  This  dualism  must  be  ended,  and  market  principles  must  be 
applied  as  we  address  the  problems  that  confront  low-income  Americans. 

In  addition,  we  must  call  a  moratorium  on  fedlure  studies  aimed  at  indexing  pathology  in  low- 
income  communities.  All  we  learn  from  such  studies  is  how  to  produce  failure.  Instead,  let's 
examine  the  strengths  of  low-income  communities  to  find  out,  for  example,  how  a  wel£ue 
mother  of  five  managed  to  send  her  children  to  college  and  to  get  off  of  welfue.  Those  are  the 
lessons  worth  gleaning  and  exporting  to  other  coaununities. 
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When  current  government  agencies  and  pxograms  are  measured  against  conununity-based 
alternatives  in  tenns  of  tlieir  performance,  a  case  can  cleaily  be  made  for  the  devolution  of 
authority  and  resources  to  the  community  level  and  to  grassroots  initiatives  which  have 
established  solid  and  sustained  track  records  of  success. 

In  many  cases,  simply  allowing  competitioa  and  breaking  down  the  barriers  of  government 
regulations  will  be  enough  to  open  realms  (£  oppoxtuxatj  that  were  previously  not  accessible  to 
the  poor.  The  Davis  Bacon  Act,  established  in  1931,  for  example  has  efifectively  taken  lesser- 
skilled  workers  out  of  competition  for  construction  jobs  that  are  federally  subsidized,  ruling  that 
all  workers  be  paid  "prevailing"  (union)  wages.  When  construction  companies  that  are  contracted 
for  this  work  are  forced  to  pay  top-dollar  wages,  they  naturally  opt  to  hire  highly  skilled  union 
workers.  This  bill,  which  was  unabashedly  discriminatory  at  its  incq)tion  and  referred  to  as  the 
"anti-nigger"  bill  by  its  promoters  in  the  thirties,  continues  to  this  day  to  block  many  minority 
workers  and  young  laborers  from  desperately  needed  job  opportunities. 

Devolve  Authority  to  the  Grassroots 

Many  states  are  now  blazing  trails  to  tap  the  skills  and  talents  of  residents  of  its  low-income 
communities.  Through  creative  initiatives  they  are  beginning  a  counter  attack  on  dependency- 
producing  policies  by  applying  strategies  of  empowerment  and  devolving  authority  and  resources 
directly  to  the  people.  In  Viiginia,  for  example.  Governor  George  Allen  has  launched  initiatives 
which  allow  the  poor  to  build  assets  while  reducing  government  e}q)eiulitures.  In  one  initiative, 
multi-layered  subsidies  to  developers  and  syndicates  were  eliminated  and  the  State  was  able  to 
free  84,000  households  of  the  working  poor  from  their  tax  burden.  The  resulting  savings  to 
these  families,  coupled  with  Virginia's  Homestart  program  to  finance  affordable  bousing  would 
enable,  for  example,  a  mother  of  two  children,  working  on  a  poultry  fium  on  the  Eastern  Shore, 
to  pay  the  down  payment  so  that  she  could  become,  for  the  first  time,  a  homeowner. 

The  State  has  also  tapped  the  talents  of  low-income  citizens  to  perform  building  rehabilitation 
and  plumbing  installation  in  their  communities  which  had  previously  been  given  to  contractors. 
This  move  not  only  provides  newfound  employment  opportunities  for  the  poor,  but  also  saves 
taxpayers'  money.  In  a  small  Appalachian  town  of  Ivanhoe,  for  example,  residents  are  now 
completing  quality  rehab  and  plumbing  work  for  costs  (rf  $6,000  to  $8,000.  Comparable  jobs 
by  professionals  had  cost  \lrginia  as  much  as  $25,000. 

These,  and  similar  initiatives  which  look  towards  low-income  communities  in  terms  of  their 
capacities  rather  than  their  deficiencies  hold  the  key  io  productive  budget  cuts  and  a  win-win 
situation  for  all  citizens.  Indigenous  to  every  neighborhood  in  this  nation  are  individuals  with 
the  talent,  enei^y,  and  will  to  do  for  themselves.  WhaJ  th^  need  is  direct  technical  and 
financial  assistance  to  help  bring  about  their  empowerment.  The  result  would  be  the 
achievement  of  community-wide  self-detenninatioD  at  a  cost  bdow  traditional  wclfere  programs. 
The  federal  government,  therrforc,  should  fecilitate  grassroots  alternatives  to  public  policy. 
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APPENDICES 

Ibtal  Spending  for  Public  Assistance 

The  Pacts 

The  Bwerty  Paradox:   The  Poverty  Rate  and  Welferc  Spending 

Welfere  vs.  Defense  Spending,  1950-1992 
Poverty  Rate,  1950-1992 
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FIGURE  5 
TOTAL  SPENDING  FOR  PUBLIC   ASSISTANCE 

IN  CURRENT  DOLLARS  AND  CONSTANT   1985  DOLLARS 
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U^.  Welfare  Spending:  1929-1992 
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THE  Facts 

Record  Welfare  Spending 

Welfare  spending  is  at  a  re- 
cord high  by  any  measure.  De- 
spite all  the  talk  of  budget  cuts, 
welfare  spending  continued  to 
soar  right  through  the  Reagan 
and  Bush  years  and  is  rising 
even  more  rapidly  today  under 
President  Clinton. 

The  federal  government  cur- 
rently operates  at  least  79  inter- 
related and  overlapping  means- 
tested  welfare  programs  to  aid 
the  poor  (see  Table  1  on  pre- 
ceeding  page  ),  and  this  does 
not  include  Social  Security  and 
Medicare.  Most  states  provide 
still  another  layer  of  welfare 
programs. 

•/   The  best  estimate  of  the  to- 
tal cost  of  these  programs 
for  fiscal  1992,  the  last 
year  for  which  complete 
data  are  available,  is  $305 
billion,  or  about  5.2  per- 
cent of  GNP  for  the  year. 

/   This  is  the  highest  level  of 
welfare  spending  in  his- 
tory, whether  in  nominal 
terms,  in  inflation-ad- 
justed cor\stant  1992  dol- 
lars, or  as  a  percent  of  GNP  (see  Tables  2  and  3). 

/   This  $305  billion  is  roughly  three  times  the  amount  of  money  that  would  be  needed  to 
raise  the  incomes  of  all  poor  Americans  above  the  poverty  income  thresholds. 

•"   America  now  spends  more  on  welfare  dum  on  national  defense  (see  Table  3).  The  $305  bil- 
lion spent  in  fiscal  1992  exceeded  total  defense  spending  for  the  year  ($292  billion)  by  $13 
billion. 
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Source'  Heritage  calculations,  based  on  US  government  data. 


1  These  include  General  Assistance  or  General  Relief  programs,  state  public  housing  programs,  medical  General  Assistance 
programs,  and  others. 

2  Robert  Rector,  "President  Clinton's  Commitment  to  Welfare  Reform:  The  Disturbing  Record  So  Far,"  Heritage  Foundation 
Backgrounder  No.  967,  Decertbef  17,  1993.  p.  3. 

3  Robert  Rector,  "Facu  About  America's  Foot,"  Heritage  Foundation  FYl.  December  23.  1993.  p.  4. 
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Ch»rt2 

The  Poverty  Pju-adox: 
The  Poverty  Rate  «nd  Welfare  Spending 
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•  Total  welfare  spending  in  1992  was  up  from 
$106  billion  in  1980,  an  increase  of  almost 
three  times  during  the  Reagan  and  Bush 
years,  and  $9.6  billion  in  1965  when  the  War 
on  Poverty  began  (see  Table  2). 

y   In  constant,  inflation-adjusted  dollars,  total 
welfare  spending  climbed  by  more  than  50 
percent  from  1980  to  1992,  during  the  Reagan 
and  Bush  terms,  and  by  almost  800  jjercent 
from  1965  to  1992  (see  Table  2). 

•  Relative  to  the  economy,  welfare  spending  in  1992,  at  5.2  percent  of  GNP,  was  up  from  4.2 
percent  in  1980,  an  increase  of  almost  24  percent  during  the  Reagan  and  Bush  years,  and 
up  from  1.3  percent  in  1965  (see  Table  2). 

*^   Since  1965,  welfa'e  spending  at  the  federal,  state,  and  loc^ll  levels  has  cost  the  VS.  tax- 
payer $5  trillion,  an  amount  greater  than  the  cost  of  winning  World  War  n,  even  in  con- 
stant, inflation-adjusted  dollars. 
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Tjble3 

Welfare  vs.  Defense  Spending 
1950-1992 
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Poverty  Rate 
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Chairman  DOMENICI.  Bob,  go  ahead. 

STATEMENT  OF  ROBERT  GREENSTEIN,  EXECUTIVE 
DIRECTOR,  CENTER  ON  BUDGET  AND  POLICY  PRIORITIES 

Mr.  GREENSTEIN.  Thank  you,  Mr.  Chairman.  I  appreciate  the  op- 
portunity to  be  here. 

Let  me  apologize  for  not  having  a  written  statement.  I  didn't 
learn  until  Saturday  that  I  was  testifying. 

Let  me  start  by  mentioning,  Mr.  Chairman,  that  you  and  I 
served  together  on  the  Entitlement  Commission.  It  had  a  not-incon- 
siderable effect  on  my  thinking,  and  I  would  like  to  start  by  refer- 
ring to  some  of  the  things  that  we  talked  about  there  because  our 
fiscal  context  is  the  context,  as  you  know  better  than  I,  in  which 
we  have  to  do  policy. 

Clearly,  a  fundamental  goal,  whether  it  is  on  poverty  policy  or 
other,  is  long-term  economic  growth,  and  I  think  there  is  broad 
agreement  among  most  economists  that  for  long-term  economic 
growth,  we  need  adequate  private  investment  and  we  need  ade- 
quate and  adequate-quality  public  investment  in  areas  that  help 
the  economy  grow  in  the  long  term  like  education  £ind  infrastruc- 
ture and  the  like. 

The  biggest  concern  here,  as  the  Commission  set  forth,  is  not  so 
much  the  deficit  today  or  in  the  year  2000  but  those  forecasts  of 
what  the  deficit  will  be  in  2010  and  2020  and  2030,  which  are  pret- 
ty frightening. 

In  conjunction  with  this,  I  would  say  another  big  concern  is  that 
to  compete  in  the  world  market,  we  need  a  productive  workforce. 
That  workforce  of  tomorrow  consists  of  people  who  are  children 
today.  As  a  number  of  leading  researchers  pointed  out  a  couple  of 
years  ago  in  an  article  in  Science  magazine,  the  poverty  rate  among 
children  in  the  United  States  is  now  four  times  the  average  in 
Western  Europe  and  double  Canada,  and  they  raised  the  point  that 
this  could  be  a  long-term  competitiveness  problem  for  us. 

In  this  context,  I  have  concerns  on  where  I  think  we  may  be 
heading.  We  are  talking  about,  as  I  understand  it,  simultaneously 
seeking  to  balance  the  budget,  taking,  as  I  think  you  have  said,  Mr. 
ChairmEui,  about  half  of  the  budget  off  limits  for  deficit  reduction — 
social  security,  defense,  and  interest  payments  on  the  debt,  and  tax 
cuts  that  could  get  very  large,  particularly  in  the  form  that  is  re- 
flected in  the  Contract  With  America. 

We  have  done  some  looking  at  what  this  would  all  mean.  Mr. 
Chairman,  you  may  recall  that  in  the  final  day  of  the  Entitlement 
Commission,  a  number  of  us,  and  actually,  more  people  who  were 
on  the  Republican  side  than  on  the  other  side,  raised  concern  that 
if  we  were  going  to  seek  to  balance  the  budget  and  deal  with  our 
long-term  deficit  problem,  that  there  were  questions  about  simulta- 
neously fielding  half  the  budget  and  doing,  in  particular,  very  large 
tax  cuts.  I  share  those  concerns. 

In  looking  at  simply  the  latest  CBO  forecast  and  the  Treasury 
Department's  estimate  of  the  cost  of  the  tax  cuts  in  the  Contract, 
which  is  similar  to  previous  Joint  Tax  Committee  estimates,  in  the 
year  2002,  one  would  have  to  cut  the  unprotected  half  of  the  budget 
an  average  of  30  percent. 
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Now  I  know,  Mr,  Chairman,  you  have  a  figure  of  24  percent.  The 
only  difference  between  these  two  figures  is  I  am  using  a  baseline 
that  adjusts  for  inflation  after  1998.  Your  baseline  doesn't. 

The  one  point  I  would  make  on  that  front  is  that  many  Members, 
I  think  including  the  Chairman,  have  talked  about  what  has  hap- 
pened to  defense  in  recent  years.  In  the  last  7  years,  the  number 
of  Army  divisions  has  declined  from  28  to  20,  Air  Force  fighter 
wings  from  36  to  22,  troops  in  uniform  down  600,000.  But  we  had 
$282  billion  in  defense  outlays  last  year  and  7  years  ago  we  also 
had  $282  billion  in  defense  outlays.  My  point  is  simply,  if  you 
freeze  a  budget  for  7  years  and  you  don't  adjust  for  inflation,  you 
make  real  cuts.  If  we  freeze  domestic  programs  for  7  years  and  we 
don't  adjust  for  inflation,  those  are  real  cuts,  just  as  they  were  in 
defense. 

So  I  put  that  in  my  base,  and  it  is  a  30  percent  figure.  I  then 
asked  the  question,  Mr.  Chairman,  suppose  we  cut  non-social  secu- 
rity entitlements  30  percent  by  the  year  2002.  That  would  be  $250 
billion  a  year  in  entitlement  cuts.  If  we  use  the  24  percent  figure, 
we  are  still  over  $200  billion  a  year. 

The  great  bulk  of  non-social  security  entitlements,  the  over- 
whelming program  there  is  medicare,  as  we  all  know.  We  remem- 
ber the  fight  on  the  Senate  floor  in  1993  as  to  whether  medicare 
would  be  cut  $50  billion  over  5  years  or  $60  billion  over  5  years. 
I  don't  think  we  are  going  to  cut  non-social  security  entitlements 
$200  or  $250  billion  a  year  by  2002. 

Let  us  suppose  we  cut  them  20  percent,  $170  billion  a  year  by 
that  year,  a  tall  order.  If  we  did  that,  to  balance  the  budget  and 
pay  for  the  Contract  tax  cuts — again,  I  am  just  using  the  CBO 
numbers  and  the  Treasury  estimate — we  have  to  cut  non-defense 
discretionary  54  percent  by  the  year  2002. 

Then  you  go  further  and  you  say,  well,  we  are  not  going  to  cut 
essential  Federal  functions  30  or  50  percent.  By  that,  I  mean  pro- 
tecting the  borders,  Federal  prisons,  embassies  overseas,  fighting 
forest  fires,  running  social  security  offices,  the  FBI.  So  under  that 
scenario,  other  things  would  have  to  be  cut  even  more  than  54  per- 
cent, and  a  lot  of  that  "everything  else"  are  grants  to  State  and 
local  governments  and  also  programs  for  people  who  are  poor,  aid 
to  education. 

So  I  am  concerned  about  a  course  in  which  we  simultaneously  try 
to  do  tax  cuts  of  this  magnitude.  We  have  put  off  social  security, 
I  would  say,  Mr.  Chairman.  I  know  you  have  been  out  in  front  on 
this  and  taking  some  hits  over  the  years.  I  was  one  of  those  who 
submitted  additional  views — I  presume  when  the  report  comes  out, 
the  Commission  will  have  them  in  there — on  specific  recommenda- 
tions to  eliminate  the  long-term  imbalance  in  social  security.  I  hope 
we  don't  wait  5  or  6  or  7  years  to  tackle  that.  So  that  is  a  part 
of  my  concern. 

Now  when  we  get  to  the  poverty  questions,  I  would  also  note, 
again  referring  to  the  Contract,  there  has  been  some  criticism  of 
the  Contract.  It  doesn't  have  the  specific  cuts  to  pay  for  its  tax  re- 
duction. It  has  some  specific  cuts.  It  has  about  $50  or  $60  billion 
over  5  years  in  specific  cuts.  Every  dollar  of  those  specific  cuts  is 
a  benefit  reduction  in  a  program. 
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That  differs  from  the  kind  of  packages  you,  Mr.  Chairman,  have 
put  together  over  the  years  when  you  put  together  deficit  reduction 
packages.  It  differs  from  the  kind  of  packages  Mr.  Exon  has  been 
involved  with  over  the  years. 

I  look  at  that  package  in  which  every  dollar  in  specific  cuts 
comes  from  the  bottom.  I  note  that  it  would  be  about  three  times, 
in  inflation-adjusted  terms,  the  depth  of  the  cuts  made  under  Presi- 
dent Reagan  in  programs  for  the  poor,  and  I  note  that,  in  total,  it 
would  equal  just  one-tenth  of  the  total  amount  of  spending  cuts  we 
would  need  by  2002. 

Chairman  Domenici.  Would  you  say  that  again,  please? 

Mr.  Greenstein.  The  specific  cuts  that  are  in  the  Contract,  $50 
to  $60  over  5  years.  The  benefit  reductions  are  about  three  times 
the  depth,  in  real  terms,  of  the  early  Reagan  cuts,  but  they  are 
only  10  percent  of  the  total  you  need  to  balance  the  budget  and  to 
pay  for  the  tax  cuts  in  2002.  That  gives  me  great  concern  as  to 
what  the  long-term  effect  on  resources  going  to  people  at  the  bot- 
tom would  be. 

Bob  Woodson  in  his  testimony  notes  we  have  spent  a  lot  of 
money  but  the  poverty  rate  hasn't  gone  down  compared  to,  say,  the 
late  1960's,  but  his  testimony  also  notes  that  the  bulk  of  the  in- 
crease in  spending  is  in  in-kind  programs,  non-cash  programs  like 
medicaid  and  food  stamps,  medicaid  and  food  stamps  don't  count 
in  measuring  the  poverty  rate.  If  you  spend  more  on  medicaid  and 
food  stamps  and  the  poverty  rate  doesn't  go  down,  that  doesn't  tell 
you  a  thing  as  to  whether  the  programs  are  successful  or  unsuc- 
cessful, since  they  don't  count  in  the  measurement  of  poverty.  Only 
cash  benefits  do. 

In  the  case  of  food  stamps,  they  are  not  perfect.  They  can  be  im- 
proved. The  evidence  does  show  that  the  nutritional  gap  between 
the  poor  and  the  rest  of  the  society  has  narrowed  greatly  compared 
to  the  periods  in  the  late  1960's  before  we  had  these  programs. 

Similarly,  medicaid,  we  all  know,  has  big  cost  problems,  as  does 
medicare,  and  reforms  are  needed.  But  it  is  also  true  that  the  re- 
search shows  that  there  have  been  significant  reductions  in  infant 
mortality  and  significant  improvements  in  pediatric  and  prenatal 
care  among  the  poor  since  we  instituted  medicaid.  Having  health 
care  coverage  is  better  than  not  having  health  care  coverage. 

Regardless  of  how  we  reform  the  programs,  some  level  of  re- 
sources is  needed  here,  and  so  that  is  my  concern. 

I  would  give  one  more  example  the  Chairman  knows  well,  which 
is  the  WIC  Program,  where  the  evidence  is  very  powerful  of  reduc- 
tions in  infant  mortality  and  low  birthweight,  and,  in  fact,  savings 
in  medicaid  costs. 

Is  this  something  where  the  States  can  simply  pick  up  the  gap 
if  the  Federal  Government  heavily  withdraws?  I  think  probably  no, 
for  two  reasons.  First,  since  grants  to  State  and  local  governments 
are  30  percent  of  that  unprotected  half  of  the  budget  and  since  es- 
sential Federal  functions,  like  protecting  the  borders,  veterans, 
prisons,  aren't  going  to  be  cut  that  much,  there  inevitably  under 
this  path  are  very  large  reductions  in  grants  to  States  and  locals 
in  things  like  education  and  transportation  as  well  as  other  areas, 
and  they  are  going  to  have  to  fill  that  gap.  At  the  State  level,  there 
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is  going  to  be  more  political  pressure  to  fill  the  education  gap  than 
to  deal  with  the  reduction  in  poverty  program. 

One  specific  example  that  might  interest  you,  in  the  SSI  Program 
for  the  elderly  poor,  the  benefits  that  are  paid  at  the  Federal  level 
are  below  the  poverty  line  and  States  are  fi'ee  to  supplement  those 
benefits,  and  about  27  States  do.  If  you  simply  look  at  the  data  of 
what  has  happened  to  those  State  supplements  since  1975,  they 
have  declined  63  percent  in  inflation-adjusted  terms  for  elderly  in- 
dividuals and  75  percent  for  elderly  couples.  These  are  not  people 
we  are  expecting  to  work.  These  are  people  who  are  poor,  they  are 
over  the  age  of  65,  and  they  are  elderly.  So  it  raises  a  concern 
about  what  is  going  to  happen  here. 

In  that  light,  Mr.  Chairman,  let  me  raise  one  final  area  in  the 
poverty  question,  and  that  is  I  must  say  that  while  I  think  in  areas 
where  we  have  all  this  massive  overlapping  Federal  programs  with 
all  these  rules  and  they  go  to  the  same  agency,  whether  it  is  in  cer- 
tain areas  of  training  or  services,  we  can  consolidate,  and  there  are 
areas  where  block  grants  make  sense. 

But  when  it  comes  to  a  means-tested  entitlement  like  food 
stamps  or  free  school  meals  or  even  AFDC,  we  need  to  be  very 
careful  about  the  block  grant  route.  I  would  urge  you  to  think  sepa- 
rately about  three  issues.  Do  we  block  grant  it?  Do  we  give  States 
more  flexibility?  Do  we  lower  the  cost?  You  can  give  States  a  lot 
more  flexibility.  You  can  lower  the  cost,  if  that  is  what  you  seek 
to  do,  without  blocking. 

Why  do  I  raise  this  point?  Under  the  current  structure,  if  a  fam- 
ily is  eligible  and  they  apply,  they  receive  benefits.  They  are  enti- 
tled to  benefits.  Under  a  block  grant,  the  State  gets  a  fixed  amount 
of  money  at  the  beginning  of  the  year  and  that  is  it. 

I  don't  believe  that  somebody  who  refuses  to  work  should  be  enti- 
tled to  a  benefit.  I  am  not  talking  about  entitlement  meaning  you 
are  poor,  you  don't  behave  properly,  you  get  entitled. 

The  question  is,  for  people  who  meet  every  rule  of  work,  of  be- 
havior, and  they  are  legitimately  poor,  under  a  block  grant  ap- 
proach, it  would  mean  that  if  there  are  more  of  those  people  in  the 
State  than  had  been  thought  at  the  beginning  of  the  year,  if  the 
economy  goes  down,  the  State  runs  out  of  money.  The  fiinds  aren't 
there  for  them. 

In  the  Food  Stamp  Program  during  the  recession  of  the  early 
1990's,  food  stamp  rolls  went  up  five  million.  They  go  up  in  reces- 
sion; they  come  down  in  recovery.  The  number  of  poor  children  get- 
ting free  school  meals  went  up  a  million  in  the  recession.  Now,  it 
is  beginning  to  come  down. 

If  we  have  a  block  grant,  we  won't  be  able  to  respond  to  that. 
And  if,  in  a  block  grant,  a  State  experiencing  a  recession  ran  out 
of  money  mid-year  and  it  couldn't  let  anybody  else  new  in  the  pro- 
gram, the  people  who  would  become  newly  poor  in  the  recession 
and  couldn't  get  in  aren't  members  of  the  underclass.  They  are 
those  working  families  that  lost  their  job  in  the  recession,  the 
dominantly  two-parent  family. 

As  you  noted,  Mr.  Chairman,  there  is  also  a  role  the  Federal 
Government  plays  in  filling  gaps.  The  States  differ  in  fiscal  capac- 
ity. Connecticut  pays  six  times  as  high  in  AFDC  payment  as  Mis- 
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sissippi,  but  when  food  stamps  are  factored  in,  the  gap  goes  from 
six  to  one  to  two  to  one.  There  is  an  important  Federal  role  there. 

We  could  take  these  programs.  We  could  say  in  AFDC,  for  exam- 
ple, that  States  could  set  all  the  rules  they  could  innovate.  When 
they  set  the  requirements  and  the  restrictions,  that  someone  who 
meets  the  criteria  is  eligible  for  benefits  and  if  the  State's  economy 
goes  down,  the  Federal  matching  funds  are  there. 

This  committee  was  involved  in  1980  under  President  Carter  and 
1981  and  1982  under  President  Reagan  in  making  savings  in  these 
means-tested  entitlements  without  blocking  them,  by  changing  the 
eligibility  and  benefit  structure.  So  I  would  urge  you,  again,  to 
think  about  this  carefully  and  to  separate  the  issue  of  blocking 
from  flexibility  in  reductions. 

The  final  area  I  would  like  to  cover  is  to  express  my  hope  that 
the  revenue  reductions  will  be  as  modest  as  possible  and  that  they 
won't  explode  in  the  second  5-year  period,  the  very  time  we  would 
have  to  balance  the  budget.  The  President's  tax  cuts  are  $60  billion 
in  the  first  5  years  but  they  nearly  double  to  $114  in  the  second 
five.  The  Contract's  tax  cuts  are  $205  billion  in  the  first  5  years 
and  they  explode  to  $520  billion  in  the  second  five.  That  seems  to 
me  inconsistent  with  rising  deficits  in  the  out  years,  the  problem 
the  Entitlement  Commission  talked  of  in  the  long-term  deficit  fore- 
cast, and  the  desire  to  balance  the  budget  in  the  second  5  years. 

I  am  also  concerned,  and  I  will  end  on  this  note,  that  in  making 
these  tough  fiscal  policy  choices,  that  some  of  the  policies  involved 
in  these  large  tax  cuts  seem  to  me  to  be  inconsistent  both  with  effi- 
cient operation  of  markets  and  getting  our  deficit  under  control.  I 
will  give  two  examples. 

The  Contract  tax  cuts  not  only  combine  a  50  percent  exclusion 
on  capital  gains  with  indexing  on  capital  gains.  Many  proposals  in 
the  past  have  done  one  or  the  other  but  not  both  together.  If  you 
do  both  together,  what  happens  is  that  a  wealthy  investor  who  bor- 
rows money  to  invest  and  deducts  the  interest  in  the  borrowing, 
the  deduction  will  exceed  the  profit.  You  borrow  $100,000  to  buy 
a  stock,  you  sell  it  7  or  8  years  later.  You  deduct  something  like 
$40,000  over  that  period  in  interest  payments,  whatever  the  exact 
figure  is. 

You  only  pay  profit — first,  you  adjust  the  basis  for  inflation.  Then 
you  take  out  half  the  remainder.  Absent  a  very  high  rate  of  return, 
the  taxable  profit  is  less  than  the  deduction  on  the  interest,  and 
you  use  the  difference  to  shelter  the  capital  gains  that  have  oc- 
curred with  your  own  income — big  negative  tax  rates  here,  tax 
sheltering,  inefficient  allocation  of  capital.  Put  it  where  you  can  get 
a  capital  gain  rather  than  another  kind  of  profit. 

Last,  the  depreciation  provisions  in  the  Contract,  under  current 
law,  if  a  corporation  purchases  a  building  for  $100  million,  it  can 
write  off  $100  million  in  depreciation  deductions  over  a  number  of 
years.  Under  the  Contract,  it  would  be  able  to  write  off  over  $200 
million  in  depreciation  deductions  for  the  $100  million  purchase, 
and  these  are  the  reasons  why  those  costs  explode  in  the  out  years. 

So  that  is  my  plea.  If  our  goals  are  to  get  the  deficit  under  con- 
trol, to  be  responsible  long-term,  to  at  last  achieve  fiscal  discipline, 
and  to  try  to  avoid  things  like  rising  poverty  among  the  children 
who  are  the  workforce  of  tomorrow,  then  let  us  concentrate  more 
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on  deficit  reduction,  less  on  avoiding  tough  choices,  even  in  areas 
like  social  security — I  know  you  won't  do  it  this  year,  but  hopefully 
soon — and  as  little  as  possible,  I  would  argue,  on  the  tax  provi- 
sions. Whether  they  are  President  Clinton's  or  the  Contracts,  I 
don't  think  that  should  be  our  focus,  our  primary  goal  this  year. 

Thank  you. 

Chairman  DOMENICI.  Thank  you. 

We  are  very  pleased,  Mr.  Moore,  Stephen  Moore,  that  you  have 
found  time  to  come  back.  It  is  your  turn  now,  and  then  we  will  ask 
questions  of  all  three.  You  may  proceed. 

STATEMENT  OF  STEPHEN  MOORE,  DIRECTOR,  FISCAL  POLICY 
STUDIES,  THE  CATO  INSTITUTE 

Mr.  Moore.  Thank  you.  Senator,  and  I  apologize  for  being  a  few 
minutes  late. 

Thank  you  for  allowing  me  the  opportunity  to  testify  on  the  sub- 
ject of  governing  in  the  21st  century.  Before  I  talk  about  what  I 
think  some  of  the  reforms  should  be  made  in  terms  of  how  the  gov- 
ernment operates,  I  think  it  is  important  to  reflect  a  little  bit  on 
the  growth  of  government  that  has  occurred  over  the  last  50  years. 

Mr.  Chairman,  a  few  weeks  ago,  a  member  of  the  Cato  Institute 
sent  to  me  a  news  article,  a  front-page  story  from  Fortune  maga- 
zine. The  title  of  the  article  is,  "The  Budget  is  Out  of  Control".  The 
reason  I  brought  this  in  is  that  the  date  on  this  article  is  March 
1950,  and  I  thought  I  would  just  read  to  you  the  first  paragraph 
of  this  article. 

It  says,  "The  U.S.  budget  is  out  of  control.  As  if  its  sheer  size  and 
momentum  had  made  it  untouchable,  nobody  seems  able  to  elimi- 
nate the  waste  that  everybody  recognizes.  The  government  finds  it- 
self running  a  deficit  in  the  midst  of  prosperity,  just  when  it  should 
be  running  a  surplus.  By  any  sane  economics,  Congress  should  un- 
mercifully sweat  down  the  $42  billion  budget  that  President  Tru- 
man has  presented  to  Congress." 

It  seems  the  more  things  change,  the  more  things  stay  the  same 
in  this  town.  But  what  struck  me  about  that  is  that  if  $42  billion 
just  45  years  ago  was  seen  as  an  out-of-control  budget,  what  are 
we  to  make  of  our  $1.6  trillion  budget  today? 

I  just  recently  published  a  little  booklet  with  the  Institute  for 
Policy  Innovation  called,  "Government:  America's  Number  One 
Growth  Industry".  The  reason  that  we  chose  this  title  is  that  is 
precisely  what  government  has  become  over  the  last  50  years,  Mr. 
Chairman.  If  you  look  at  the  first  chart^  in  my  handout,  what  you 
will  see  is  that  government  has  grown  faster  than  virtually  any 
other  industry,  whether  you  are  talking  about  health  care  or  farm- 
ing or  automotives  or  steel  or  computers. 

In  1992,  for  the  first  time  in  American  history,  there  were  more 
Americans  employed  by  government  than  there  were  in  the  entire 
manufacturing  sector  of  the  United  States.  That  is  a  frightening 
statistic. 

Today  in  the  United  States,  government  at  all  levels  spends 
about  $2.5  trillion  at  the  Federal,  State,  and  local  level.  Now  that 
is  an  incomprehensibly  large  number  for  most  Americans,  but  let 
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us  try  to  place  this  in  some  kind  of  context.  With  $2.5  trillion,  the 
United  States  Congress  could  purchase  all  of  the  farmland  in  the 
United  States  plus  all  of  the  assets  of  the  Fortune  100  companies, 
so  we  are  not  talking  about  loose  change  here. 

Or  here  is  another  way  of  looking  at  it,  Mr.  Chairman.  Two- 
point-five  trillion  dollars  is  the  equivalent  of  about  $24,000  per 
household.  Government  is  now  spending  $24,000  per  household, 
and  I  would  challenge  all  of  you,  when  you  go  back  to  your  States, 
ask  your  constituents,  are  you  getting  $24,000  worth  of  services 
from  government?  Most  will  laugh  and  shrug  their  shoulders. 

Interestingly  enough,  that  $24,000  figure  is  up  from  $13,000  as 
recently  as  1960,  and  that  is  adjusted  for  inflation.  So  what  this 
means  is  that  government  at  all  levels  is  spending  twice  as  much 
as  it  was  in  the  1960's,  after  adjusting  for  inflation. 

Then  the  question  is,  are  you  getting  your  money's  worth?  Most 
say,  no.  Are  your  services  twice  as  good  as  they  were  in  the  1960's? 
Most  people  say,  no,  they  are  worse. 

What  this  indicates  is  that  we  need  a  course  correction,  to  me, 
and  let  me  just  dwell  for  a  moment  on  what  happens  if  we  don't 
have  a  course  correction. 

In  this  study  that  we  put  out,  we  looked  at  what  are  the  implica- 
tions if  we  simply  stay  the  course.  What  we  found  is  that — and 
this,  by  the  way,  assumes  that  we  don't  create  any  new  major  pro- 
grams, no  Clinton  Health  Care  Program,  no  urban  Marshall  plan, 
no  job  training,  no  new  education  initiative,  we  just  keep  on  the 
course  that  we  are  on  and  spend  money  as  we  have  over  the  last 
40  years. 

What  we  find  is  that  by  the  year  2020,  that  is,  25  years  from 
now,  we  will  have  a  $4  trillion  budget,  and  that  is  in  today's  dol- 
lars. More  frightening  is  the  fact  that,  by  then,  Federal  spending 
alone  will  account  for  about  40  percent  of  gross  domestic  product. 

Mr.  Chairman,  that  can't  happen.  Our  economy  would  look  like 
that  of  Bolivia  if  we  had  the  Federal  Government  taking  40  percent 
of  the  U.S.  economy  and  the  State  and  local  governments  taking 
another  15  percent. 

By  the  way,  these  spending  projections  are  baked  in  the  cake. 
Most  of  them  are  a  result  of  the  aging  of  the  baby  boom  generation 
and  the  trends  in  programs  for  older  Americans  that  you  are  well 
aware  of. 

So  then  the  question  is,  what  types  of  changes  do  we  have  to 
make,  and  I  will  quickly  go  over  a  few  that  I  think  are  essential. 

First,  and  probably  most  importantly,  I  just  want  to  urge  you  to 
pass  a  balanced  budget  amendment  in  the  next  couple  of  weeks.  I 
can't  think  of  any  single  change  that  would  change  what  I  call  the 
culture  of  spending  in  this  town.  The  reason  that  I  support  a  bal- 
anced budget  amendment,  by  the  way,  is  very  different  from  the 
reason  that  it  is  conventionally  supported.  I  support  a  balanced 
budget  amendment  precisely  because  I  think  that  when  you  have 
a  situation  as  you  have  today,  where  government  is  providing  a 
dollar  of  services  but  only  charging  people  80  cents,  you  have  a  pro- 
spending  bias.  People  think  government  is  less  of  a  bad  deal  than 
it  really  is. 

I  will  simply  make  the  case  that  I  have  heard  over  the  last  few 
weeks,  many  people  arguing  that  the  balanced  budget  amendment 
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is  simply  a  gimmick.  I  would  simply  say  to  you,  Mr.  Chairman, 
that  as  you  know,  having  been  on  this  committee  for  many  years, 
if  this  were  a  gimmick,  you  would  have  tried  this  many,  many 
years  ago  here  in  Congress. 

Second  of  all,  I  think  that  you  should  begin  to  define  constitu- 
tional boundaries  for  what  is  an  appropriate  Federal  action.  Let  me 
go  back  in  history  for  a  moment.  If  you  look  at  the  first  appropria- 
tions bill  that  was  ever  passed  by  Congress,  that  appropriations  bill 
was  111  words.  I  did  not  misspeak.  I  didn't  mean  to  say  111  pages. 
It  was  111  words. 

Back  at  the  founding  of  this  country,  there  was  very  much  re- 
spect for  what  we  see  in  the  Constitution,  which  is  the  idea  of  enu- 
merated powers.  That  is,  if  the  power  to  spend  money  was  not  enu- 
merated and  listed  in  the  Constitution,  then  the  power  did  not 
exist.  What  you  found  for  about  the  first  130  years  of  this  Nation 
is  that  the  enumerated  powers  clause  was  very  well  respected.  It 
was  very  routine,  when  spending  bills  were  presented  before  Con- 
gress for  even  the  most  benign  purposes,  for  Members  of  Congress 
to  rise  up  and  simply  say,  this  is  a  very  good  program  that  you 
have  presented,  but  the  fact  is,  there  is  no  constitutional  authority 
for  that  spending. 

My  favorite  example  of  this  was  a  quote  by  James  Madison  back 
in  the  early  1800's  when  the  Congress  was  presented  with  a 
French  refugee  relief  bill,  $15,000.  James  Madison  rose  up,  and  I 
would  like  for  you  to  reflect  on  this  quote.  He  said, 

I  cannot  undertake  to  lay  my  finger  on  that  article  of  the  Constitution  which 
granted  a  right  of  Congress  of  expending  on  objects  of  benevolence  the  money  of 
their  constituents. 

In  other  words,  this  is  a  question  that  I  would  love  to  see,  espe- 
cially new  Members  of  Congress,  ask  themselves.  When  you  are 
presented  with  new  bills,  ask  yourselves,  can  you  lay  your  finger 
on  that  clause  of  the  Constitution  that  grants  Congress  the  power 
to  spend  the  money.  It  is  really  that  simple. 

I  know  that  we  have  evolved  quite  a  bit,  and  the  fact  of  the  mat- 
ter is  that  most  of  the  spending  that  goes  on  in  this  town  right  now 
is  said  to  be  justified  under  what  is  called  the  general  welfare 
clause,  that  these  spending  bills  promote  the  general  welfare. 

Again,  a  correct  reading  of  history  is  that  the  general  welfare 
clause  was  inserted  into  the  Constitution  as  a  prohibitive  clause. 
That  is,  the  reason  they  put  the  general  welfare  clause  in  was  to 
prohibit  legislation  that  was  in  special  interests.  In  other  words, 
only  laws  that  were  in  the  general  interest  would  be  acceptable. 

Now,  we  have  things,  like  today  we  have  a  debate  going  on  on 
arts  subsidies.  You  cannot  lay  your  finger  anywhere  in  the  Con- 
stitution where  arts  subsidies  are  there  because  the  word  "arts" 
does  not  appear  in  the  Constitution. 

What  I  would  ask  you  to  do  is  start  to  think  about,  are  there  any 
boundaries,  are  there  any  constitutional  boundaries  on  the  right  of 
Congress  to  spend.  I  would  reflect  over  the  last  few  years  and  say 
that  no  boundaries  right  now  exist. 

Tell  me  when  to  stop.  Senator,  and  I  will,  if  I  have  used  up  my 
time. 

We  urge  you  in  Congress  to  enact  a  credible  budget  plan  to  bal- 
ance the  budget  by  the  year  2000,  and  we  urge  you  to  do  that 
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whether  or  not  you  pass  a  balanced  budget  amendment  or  not.  The 
Cato  Institute  later  this  month  will  release  a  plan  that  calls  for  a 
balanced  budget  amendment  by  the  year  2000  with  a  $400  billion 
tax  cut.  That  is,  you  can  balance  the  budget  with  $400  billion  of 
less  taxes.  That  is  twice  as  much  as  Congress  is  intending  to 
spend. 

How  would  you  do  this?  First  of  all,  we  think  that  you  should  im- 
mediately call  for  a  5  percent  across-the-board  spending  cut,  or 
what  we  used  to  call  a  sequester.  That  is,  every  domestic  and  dis- 
cretionary defense  program  should  be  cut  by  5  percent. 

Chairman  DOMENICI.  Could  you  do  us  a  favor?  I  think  you  have 
eight  strategies  in  summary,  do  you  not? 

Mr.  Moore.  Do  you  want  me  to  just  very  quickly  wrap  this  up? 

Chairman  DOMENICI.  Could  you  do  that,  please,  because  we  have 
only  20  minutes  for  questions. 

Mr.  Moore.  Let  me  just  go  over  one  of  the  last  strategies,  and 
that  is  I  do  want  to  mention  social  security,  and  don't  all  please 
scramble  for  the  door,  but  I  think  it  is  very  important. 

There  is  something  important  going  on  with  social  security  right 
now,  and  that  is  the  politics  of  this  issue  are  very  dramatically 
changing.  For  the  first  time  in  American  history,  according  to  a  re- 
cent public  opinion  poll,  52  percent  of  Americans  support  the  idea 
of  making  social  security  voluntary.  That  is  an  alarming  statistic, 
and  the  reason  they  are  is  because  few  people  in  this  town  fully 
appreciate  what  a  bad  deal  social  security  is  for  young  workers, 
that  is,  people  who  are  now  entering  the  workforce. 

We  just  did  a  study  which  looks  at  two  options.  What  if  you  take 
a  person  who  is  just  now  entering  the  workforce  and  you  allow  that 
person  to  put  12  percent  of  their  payroll  into  an  individual  retire- 
ment account  versus  12  percent,  continuing  to  pay  that  into  the 
payroll  tax.  Which  is  a  better  deal  for  the  taxpayer? 

\Miat  you  find  is  that  if  you  gdlowed  this  worker  to  put  their 
money  into  an  individual  retirement  account  and  earn  interest  over 
that  period — we  assume  about  a  6  percent  reed  return — they  would 
have  a  nest  egg  by  the  time  they  retire  of  $800,000.  With  $800,000, 
you  could  draw  that  down  through  an  annuity  with  about  a 
$60,000  a  year  benefit.  What  is  that  same  person  going  to  get  with 
social  security?  The  benefit  would  be  $12,500. 

So  what  I  am  trying  to  tell  you  is  that  today,  for  young  workers, 
they  will  get  25  cents  back,  roughly,  for  every  dollar  they  put  into 
the  system.  The  politics  of  this  are  changing,  and  if  you  were  to  im- 
plement changes  that  have  to  be  made  anyway,  such  as  raising  the 
retirement  age  and  indexing  the  benefit  formula,  the  interesting 
thing  is  that  Wall  Street  would  take  over  the  entire  Social  Security 
System.  This  is  a  system  that  right  now  is  facing  trillions  of  dollars 
of  unfunded  liabilities.  Wall  Street  would  take  that  over  because 
they  can  earn  a  much  higher  rate  of  return  on  the  money  that  is 
put  into  that  system. 

So  I  would  urge  you  to  take  a  look  at  the  possibility  of  allowing 
people  to  opt  out  of  social  security,  and  I  see  you  are  getting  edgy, 
so  I  will  end  there.  Thank  you  very  much  for  the  opportunity. 

Chairman  DoMENlci.  Thank  you.  That  was  great.  I  appreciate  it 
very  much. 

[The  prepared  statement  of  Mr.  Moore  follows:] 
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Prepared  Statement  of  Stephen  Moore 


Mr.  Chairman,  thank  you  for  the  opportunity  to  address  the 
Senate  Budget  Committee  on  the  subject  of  "Governing  in  the  21st 
Century . " 

Before  addressing  the  issue  of  the  appropriate  role  of  the 
federal  government  in  the  21st  century,  it  is  critical  to  step 
back  for  a  moment  and  reflect  on  the  spectacular  growth  of 
government  in  the  last  half  of  the  twentieth  century. 

In  1950  Fortune  magazine  ran  a  cover  story  with  the  ominous 
title:  "The  Budget  Is  Out  of  Control!"   The  article  complains 
that:  "As  if  its  sheer  size  and  momentum  had  made  it  untouchable, 
nobody  seems  able  to  eliminate  the  waste  that  everybody 
recognizes."    Then  the  article  goes  on  to  say:  "By  any  sane 
economics,  Congress  should. . .unmercifully  sweat  down  the  $42.4 
billion  that  Mr.  Truman  plans  to  spend  in  the  year  ending  July  1, 
1951." 

If  45  years  ago  a  $45  billion  budget  was  "out  of  control," 
then  how  are  we  to  describe  our  budget  of  $1.6  trillion  today. 
Even  after  adjusting  for  inflation,  the  federal  budget  is  eight 
times  larger  today  than  it  was  in  1950  when  Fortune  complained  of 
wasteful  and  excessive  federal  expenditures. 

Earlier  this  month  I  authored  a  booklet  for  the  Institute 
for  Policy  Innovation  entitled:  "Government:  America's  #1  Growth 
Industry."   That  is  precisely  what  government  is  today — our 
fastest  growing  industry.   Government  in  America,  the  land  of 
free  enterprise  and  limited  government,  has  grown  to  a  larger 
size  than  basic  staple  industries  including  automobiles, 
agriculture,  steel,  computers,  and  health  care.   (See  Figure  1 
and  Table  1.)   In  fact  in  1992,  for  the  first  time  ever,  there 
were  more  Americans  employed  by  government  than  by  the  entire 
manufacturing  sector  of  the  U.S.  economy.   That  is  a  depressing 
statistic. 

In  1994,  total  government  spending  at  all  levels  eclipsed 
the  $2.5  trillion  mark  for  the  first  time.   One  reason  this 
figure  does  not  spark  a  wholesale  public  revolt  is  that  a 
trillion  dollars  is  incomprehensibly  large.   Here  are  several 
ways  to  conceptualize  how  big  government  is  today. 

*  With  $2.5  trillion  Congress  could  purchase  all  of  the 
farmland  of  the  United  States,  plus  all  of  the  assets  of  the  100 
largest  corporations  in  America  today.   When  hearing  this 
statistic  one  is  reminded  of  the  old  quip  by  Will  Rogers:  "Thank 
god  we  don't  get  all  the  government  we  pay  for." 
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*  If  the  U.S.  government  were  an  independent  economy  in  and 
of  itself,  it  would  be  larger  than  the  entire  GDP  of  every  nation 
in  the  world  except  for  Japan  and  Germany.   (See  Figure  2.) 

*  The  $2,5  trillion  spent  by  government  represents  $24,000 
per  household  in  America  today.   Adjusted  for  inflation,  that's 
up  from  about  $13,000  per  household  in  1960.   (See  Figure  3.). 

This  last  statistic  suggests  a  practical  question:  Are 
government  services  twice  as  good  today  as  they  were  in  the 
1960s?  The  truth  is  that  most  Americans  complain  that  basic 
government  services  are  much  worse.   Indeed,  it  is  no  accident 
that  as  government  has  grown  larger  over  the  past  four  decades, 
there  has  been  a  steady  erosion  in  the  percentage  of  Americans 
who  trust  government  to  "do  the  right  thing."   In  the  1960s 
roughly  60  percent  of  Americans  said  they  have  confidence  in 
government  "most  of  the  time."  Today  less  than  2  5  percent  do. 

In  assessing  the  appropriate  role  of  government  in  the 
twenty-first  century  we  need  to  ask  the  obvious  question:  What 
happens  if  we  just  stay  the  course  we're  on  now?   The  answer,  as 
most  of  the  mtmbers  of  this  Committee  know  well,  is  that  the 
current  course  is  financially  unsustainable. 

If  government  grows  over  the  next  twenty-five  years  at  the 
pace  it  has  over  the  last  fifty,  federal  government  spending  in 
today's  dollars  will  approach  $4  trillion  by  2020.   The  federal 
government,  which  now  consumes  about  2  3  percent  of  national 
output,  will  swallow  up  30  percent  of  the  nation's  productive 
resources  by  2010  and  roughly  40  percent  by  2020.   (See  Figure 
4.)   When  state  and  local  spending  is  added,  government  would 
then  consume  well  over  half  of  all  the  goods  and  services 
produced  in  the  American  economy.   Much  of  the  projected  spending 
increases  are  already  baked  in  the  cake:  the  combination  of  the 
aging  of  the  baby  boom  generation  with  generous  future  promises 
of  health  care  and  social  security  benefits  mean  massive  future 
outlays.   The  Kerrey-Danforth  Commission  on  Entitlement  Reform 
laid  out  a  similarly  bleak  picture  of  America's  fiscal  future  in 
the  absence  of  reform. 

One  does  not  have  to  be  an  adherent  of  the  Cato  Institute 
philosophy  of  the  virtue  of  limited  government  to  understand  that 
the  extremely  troubling  economic  implications  of  these  numbers. 
No  nation  can  prosper  in  the  global  marketplace  of  the  twenty- 
first  century  with  that  heavy  a  burden  of  government  tied  like  a 
millstone  around  its  neck.   If  we  continue  to  allow  government  to 
expand  while  most  of  the  rest  of  the  nations  of  the  world  are 
tearing  down  their  versions  of  the  Berlin  Wall  and  moving  rapidly 
in  the  direction  of  freedom  and  free  enterprise,  there  is  little 
doubt  that  America  will  surrender  its  position  as  the  world's 
preeminent  economic  superpower. 
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In  sum,  maintaining  the  current  course  is  not  a  sustainable 
option. 

I  was  greatly  heartened  by  the  Committee's  request  for 
advice  regarding  the  appropriate  role  of  government  in  the  next 
century.   That  is  precisely  the  critical  question  Congress  needs 
to  be  asking  itself.   In  the  twenty-first  century  the  role  of 
government  needs  to  be  fundamentally  redefined. 

Here  is  how  I  would  define  the  task  ahead.   Over  the  past 
fifty  years  or  so  we  have  witnessed  the  ascent  of  what  I  call  a 
"culture  of  spending"  in  Washington.   This  pervasive  culture  of 
spending  needs  to  be  replaced  with  a  renewed  ethic  of  restraint? 

Here  are  eight  strategies  for  doing  so: 

1)  Begin  to  define  constitutional  boundaries  for  federal 
action. 

The  reason  that  I  said  that  we  need  to  "renew"  our  ethic  of 
government  restraint  is  that  for  most  of  our  nation's  history 
this  has  been  the  predominant  ethic.   The  era  of  big  government 
is  a  recent  one. 

The  U.S.  Constitution  confines  Washington's  authority  to 
spend  money  to  a  select  few  enumerated  powers,  involving  mainly 
protecting  the  national  security  of  the  nation  and  preserving 
public  safety.   These  enumerated  powers  of  the  federal  government 
to  spend  money  are  defined  in  the  Constitution  under  Article  I, 
Section  8.   They  include  the  right  to  "establish  Post  Offices  and 
post  roads;  raise  and  support  Armies;  provide  and  maintain  a 
Navi';  declare  War;"  and  other  mostly  national  defense  related 
activities. 

Within  the  Constitution  there  is  no  granting  of  authority 
for  the  federal  government  to  pay  money  to  farmers,  run  the 
health  care  industry,  impose  wage  and  price  controls,  provide  job 
training,  subsidize  electricity  and  telephone  service,  lend  money 
to  business  or  foreign  governments,  or  build  parking  garages  or 
tennis  courts,  or  swimming  pools.   We  are  now  witnessing  a  great 
debate  over  the  continuation  of  arts  and  broadcasting  subsidies. 
Yet,  subsidies  for  arts  could  hardly  be  an  enumerated  power, 
since  the  word  arts  does  not  anywhere  appear  in  the  Constitution. 

The  contents  of  the  original  budget  of  the  United  States 
government  closely  reflected  the  predominant  culture  of 
restraint.   The  very  first  appropriations  bill  passed  by  Congress 
consisted  of  111  words — not  pages,  mind  you,  words.   The  primary 
expenditures  went  toward  paying  the  expenses  of  the  military, 
including  $137,000  for  "defraying  the  expenses  of  the  Department 
of  War,  $190,000  for  retiring  the  debt  from  the  revolutionary 
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war,  and  $95,000  for  "paying  the  pensions  to  invalids."  As  for 
domestic  activities  of  the  new  federal  government,  $216,000  was 
appropriated  (or  roughly  what  the  domestic  agencies  spend  in  15 
seconds  today! 

Even  spending  government  money  for  the  most  charitable  of 
purposes  was  routinely  spurned  as  illegitimate.   In  1794  James 
Madison  wrote  disapprovingly  of  a  $15,000  appropriation  for 
French  refugees:  "I  cannot  undertake  to  lay  my  finger  on  that 
article  of  the  Constitution  which  granted  a  right  to  Congress  of 
expending,  on  objects  of  benevolence,  the  money  of  their 
constituents."  Throughout  the  first  one  hundred  years  of  the 
nation,  spending  programs  were  rejected  by  the  Congress,  the 
President,  and  the  courts  as  outside  the  boundaries  of  the 
constitution. 

Today,  most  federal  spending  is  said  to  be  justified  by  the 
"general  welfare"  clause  of  the  Constitution.   Since  the  1930s 
Congress  and  the  courts  have  increasingly  interpreted  the  general 
welfare  clause  to  mean  that  Congress  can  spend  money  on  anything, 
whether  an  enumerated  power  of  government  or  not,  as  long  as 
legislators  deem  it  to  be  in  "the  general  welfare  of  the  United 
States."   But  it  is  clear  from  a  reading  of  history  that  the 
general  welfare  clause  was  not  meant  to  be  a  cart  blanche  for 
Congress  to  spend  money,  but  rather  was  meant  as  a  restrictive 
clause  to  prohibit  any  special  interest  spending  which  did  not 
"promote  the  general  welfare."   Thomas  Jefferson  was  often 
concerned  that  the  general  welfare  clause  might  be  perverted  and 
so  to  clarify  its  meaning  he  wrote  in  1898:  "Congress  has  not 
unlimited  powers  to  provide  for  the  general  welfare,  but  only 
those  specifically  enumerated." 

"Can  it  be  conceived  that  the  great  and  wise  men  who  devised 
our  constitution,"  asked  South  Carolina  Senator  William  Drayton 
in  1828,  "should  have  failed  so  egregiously  as  to  grant  a  power 
which  rendered  restriction  upon  power  practically  unavailing?" 
And  then  he  asked  the  question  that  is  really  the  essence  of  the 
issue:  "If  Congress  can  determine  what  constitutes  the  general 
welfare  and  can  appropriate  money  for  its  advancement,  where  is 
the  limitation  to  carrying  into  execution  whatever  can  be 
effected  by  money?" 

Members  of  Congress  take  an  oath  to  uphold  the  Constitution. 
When  is  the  last  time  that  a  member  of  the  United  States  Senate — 
even  the  most  fiscally  conservative — ever  rose  up  to  challenge 
the  constitutional  legitimacy  of  a  spending  bill.   The  members  of 
this  Committee  are  typically  praised  as  being  guardians  of  the 
federal  treasury.   Ask  yourselves,  is  there  any  spending  program 
that  you  would  oppose  simply  on  the  grounds  that  the  authority 
for  the  expenditure  lies  outside  the  realm  of  the  constitution? 
If  not,  why  do  we  have  a  constitution  at  all  for  you  to  uphold? 


The  answer  to  the  question,  what  is  the  "appropriate  role" 
of  government  in  the  21st  century,  is  that  the  role  is  far,  far 
more  limited  than  the  activities  in  which  the  federal  government 
routinely  involves  itself  today.   We  can  disagree  about  what 
those  boundaries  should  be.   But  surely  no  one  disagrees  some 
boundaries  need  to  once  again  be  defined.   The  alternative  is  a 
boundless  government  in  the  21st  century. 

That  we  cannot  afford. 

2)  Restore  America's  fiscal  constitution  by  enacting  a 
balanced  budget  amendment. 

Another  contributor  to  the  culture  of  spending  in 
Washington  has  been  the  invention  of  the  budget  deficit.   Budget 
deficits  are  insidious  primarily  because  they  introduce  a  pro- 
spending  bias  into  the  budget  process.   They  allow  politicians 
to,  as  it  were,  spend  $1  of  our  money  while  only  raising  80  cents 
of  our  taxes.   This  creates  a  "fiscal  illusion"  that  government 
is  less  of  a  bad  deal  than  it  really  is. 

Budget  deficits  are  a  modern  day  invention.   As  recently  as 
1930  Washington  routinely  ran  budget  surpluses  and  total 
government  spending  consumed  less  than  4  percent  of  national 
output.   There  was  a  moral,  if  not  a  constitutional,  imperative 
that  the  federal  government  balance  its  budget  except  during 
times  of  war. 

It  was  precisely  the  legitimization  of  deficit  finance,  as 
advocated  by  J.M.  Keynes  and  embraced  by  Franklin  Roosevelt,  that 
led  to  the  erosion  of  the  longstanding  principle  of  government 
restraint.   In  the  absence  of  a  constitutional  prohibition  I  am 
convinced  that  it  will  prove  impossible  for  this  or  any  Congress 
to  put  the  genie  of  runaway  deficit  spending  back  in  the  bottle. 

A  constitutional  requirement  for  a  balanced  budget  will  go  a 
long  way  toward  restoring  America's  traditional  culture  of 
spending  restraint.   The  BBA  is  not  a  gimmick.   Indeed,  if  it 
were  a  gimmick  Congress  would  have  enacted  the  BBA  a  long  time 
ago.   It  is  ironic  that  the  pro-spending  constituencies  in 
Washington  appreciate  the  implications  of  the  BBA  much  better 
than  the  advocates  of  smaller  government.   The  reason  that 
defense  contractors,  corporate  lobbyists,  the  AARP,  Children's 
Defense  Fund,  National  Education  Association,  and  the  AFL-CIO  are 
ferociously  attacking  the  BBA  is  not  because  they  think  it  won't 
work,  but  because  they  understand  that  it  will. 

3)  Enact  a  credible  plan  to  balance  the  budget  through 
spending  restraint  by  the  year  2000. 

The  single  greatest  contribution  this  Congress  could  make  to 
Americans  in  the  twenty-first  century  is  to  balance  the  budget 
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without  new  taxes  by  the  year  2  000.   This  should  be  done 
regardless  of  the  fate  of  the  balanced  budget  amendment. 

The  BBA  would  require  the  budget  to  be  balanced  by  2002. 
This  is  too  unambitious  a  timetable.   In  fact  Bill  Niskanen  and  I 
have  just  released  a  budget  blueprint  that  would  balance  the 
budget  by  2000  with  a  $400  billion  tax  cut — or  twice  what  the 
Republican  contract  calls  for.   I  would  be  happy  to  discuss  the 
details  of  that  plan. 

The  main  conclusion  of  that  report  is  that  while  balancing 
the  budget  won't  be  much  fun,  the  pain  and  sacrifice  required  has 
been  greatly  exaggerated.   The  recently  released  Congressional 
Budget  Office  report  on  the  budget  outlook  indicates  that  over 
the  next  eight  years  Congress  is  expected  to  spend  $8.4  trillion. 
Adjusted  for  inflation,  that's  twice  as  much  as  the  nation  spent 
in  the  five  years  to  win  World  War  II.  If  Congress  were  to  only 
spend  $7.5  trillion  over  the  next  5  years  we  could  balance  the 
budget  and  give  Americans  a  substantial  tax  cut.   This  would  not 
require  ruthless  cutbacks  in  government.   Indeed,  $7.5  trillion 
would  be  most  money  ever  spent  in  any  five  year  period  of 
peacetime  in  American  history  even  after  adjusting  for  inflation. 

There  are  few  Americans  outside  of  Washington,  D.C.  who 
don't  think  that  government  can  do  all  of  the  things  it  is 
supposed  to  do  with  $7.5  trillion  over  the  next  five  years. 

4)  Make  the  tough  spending  cut  decisions  today. 

The  history  of  budget  deals  is  to  defer  the  pain  of  cutting 
the  budget  into  the  future.   Those  spending  cuts  are  never 
forthcoming.    We  urge  the  Congress  to  pull  the  tough  spending 
reductions  forward  by  imposing  a  4  percent  across-the-board 
rescission  in  all  federal  programs  except  Social  Security  for  the 
second  half  of  1995  through  the  end  of  FY  1996.   This  would 
permanently  lower  the  baseline  spending  and  create  hundreds  of 
billions  of  dollars  of  savings  by  the  turn  of  the  century. 

In  addition  Congress  must  begin  to  terminate  federal 
programs  and  agencies  that  no  longer  serve  a  federal  role — 
assuming  they  ever  did.   Congress  has  proven  proficient  at 
creating  programs.   It  is  getting  rid  of  programs  that  no  longer 
serve  a  useful  role,  assuming  they  ever  did,  that  has  proven 
problematic.   Cato  has  released  a  list  of  more  than  100  federal 
programs  that  should  be  placed  on  the  chopping  block.   This  list 
includes  several  entire  agencies,  such  as  the  Department  of 
Energy  and  HUD. 

5)  Reduce  the  defense  budget  to  reflect  the  post-Cold  War 
realities. 

The  Cold  War  is  over;  we  won.   We  are  in  peacetime.   The 
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U.S.  now  spends  three  tines  as  much  than  any  other  nation  in  the 
world  on  the  military  at  a  time  when  we  face  no  major  adversary 
and  no  major  national  security  threat.   Cold  warriors  can  be 
proud  that  they  were  right  and  the  left  was  wrong  about  how  to 
conquer  the  Soviet  empire  in  the  1980s.   But  the  Soviet  Union  is 
in  dissolution.   Military  spending  should  be  reduced  to  between 
$200  and  $220  billion  by  the  year  2000.   This  would  still  be  the 
most  ever  spent  in  real  terms  by  the  U.S.  in  a  period  of  peace. 
Global  success  in  the  twenty-first  century  will  be  defined  by 
those  nations  with  the  most  productive  and  efficient  economies, 
not  those  with  the  largest  militaries. 

6)  Enact  market-based  solutions  to  avert  the  coming  crisis 
in  Social  Security. 

More  than  any  other  activity  of  the  federal  budget,  the 
program  that  needs  to  be  fundamentally  reconstructed  is  Social 
Security.   The  good  news  is  that  the  politics  of  Social  Security 
are  rapidly  changing.   Once  perceived  as  the  "third  rail  of 
American  politics,"  a  recent  public  opinion  poll  finds  that  for 
the  first  time  ever,  a  majority  (52  percent)  of  Americans  support 
making  Social  Security  optional.   That  percentage  will  increase 
continuously  over  time  as  the  generational  cohort  of  Social 
Security  "net  winners"  declines  and  as  the  generational  cohort  of 
"net  payers"  grows. 

Young  Americans  have  a  conceptual  understanding  that  Social 
Security  is  a  dreadful  deal.   Less  than  one-quarter  of  workers 
under  30  think  they  will  ever  receive  Social  Security. 

From  an  investment  standpoint,  social  security  is 
intergenerational  thievery.   Consider  this  example.   Take  a 
worker  who  was  born  in  1970  and  assume  that  she  earns  the  median 
salary  throughout  her  working  life.   She  and  her  employer  will 
pay  roughly  12  percent  of  her  salary  in  Social  Security  payroll 
taxes.   If  she  were  permitted  to  put  all  that  money  into  a 
retirement  account  and  we  assume  that  she  earned  a  real  rate  of 
return  of  6  percent  (roughly  the  post-World  War  II  average  on 
stocks  and  bonds),  she  would  have  a  nest  egg  of  $800,000  (in 
today's  dollars)  upon  retirement.   From  that  she  could  earn  an 
annual  benefit  of  about  $60,000.   But  under  Social  Security  she 
will  be  eligible  for  a  lifetime  annual  benefit  of  about  $12,500. 
That  assumes  no  reduction  in  benefits  between  now  and  the  year 
2030. 

In  other  words,  under  an  opt-out  alternative  the  worker 
receives  a  4  to  5  times  higher  benefit  than  under  Social 
Security.   The  generation  X  workers  will  receive  25  cents  back 
from  Social  Security  from  every  dollar  they  contribute  to  the 
system.   Today's  workers  would  be  better  off  forfeiting 
everything  they  put  into  the  system  up  until  the  age  of  45,  if  in 
exchange  they  never  had  to  put  another  penny  into  the  system. 
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than  they  would  be  to  continue  to  participate  and  collect  the 
benefit  upon  retirement. 

One  point  needs  to  be  underscored:  the  conventional  Social 
Security  fixes — raise  the  tax  rate,  lower  the  benefit,  or  a 
combination  of  the  two — make  Social  Security  an  even  worse  deal 
for  today's  workers. 

The  only  way  out  of  this  box  is  to  allow  workers  to  opt  out 
of  Social  Security,  but  require  them  to  put  12  percent  of  their 
wages  into  an  IRA.   This  could  be  done  in  such  a  way  as  to 
actually  reduce  the  discounted  present  value  of  the  federal 
government's  75  year  Social  Security  liability — a  figure  which  is 
several  trillion  dollars. 

Here's  the  exciting  part  of  the  story.   If  Congress  were  to 
implement  sensible  reforms  to  Social  Security — such  as  raising 
the  retirement  age  to  70  over  time  and  indexing  the  benefits  for 
inflation  rather  than  wages — Wall  Street  would  actually  pay  the 
federal  government  to  take  over  the  entire  system.   The  return 
that  the  private  sector  could  earn  from  the  contributions  over 
time  would  more  than  compensate  them  for  the  cost  of  paving  out 
the  benefits  of  existing  and  future  retirees.   A  several  trillion 
dollar  future  liability  of  the  government  would  vanish. 

Imagine  the  impact  that  such  a  system  would  have  on  the 
earnings  and  work  effort  of  Americans  in  the  twenty-first 
century.   It  would  be  the  equivalent  of  giving  every  American  in 
the  next  century — from  minimum  wage  dishwashers  to  corporate 
CEOs — a  life-time  after-tax  pay  raise  of  about  14  percent.   But 
the  trick  is  that  we  have  to  make  this  change  soon — while  the 
system  is  still  running  a  surplus.   The  longer  we  wait,  the 
higher  the  cost  of  reform. 

7)  Voucherize  all  federal  education  funds. 

There  is  probably  no  greater  threat  to  America's  economic 
future  in  the  21st  century  than  the  inferior  education  the  public 
school  monopoly  is  providing  our  children.   Almost  every  study 
conducted  over  the  past  decade  on  the  quality  of  America's 
education  confirms  what  Americans  have  come  to  know  as  true:  that 
our  schools  deserve  failing  grades. 

The  United  States  will  not  survive  as  an  economic  superpower 
if  our  children  continue  to  receive  a  second-rate  education.   The 
American  education  system  has  handicapped  millions  of  adults  in 
the  workplace — leaving  them  without  elementary  skills  in  reading 
and  math  and  ignorant  of  even  the  most  basic  knowledge  about  the 
country's  own  history.   No  amount  of  federal  job  training  can 
undue  the  damage  done  by  an  inferior  basic  schooling. 

Improving  America's  education  system  is  the  key  to  reviving 
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America's  cities  and  reducing  the  widening  gap  between  the  rich 
and  the  poor  in  the  21st  century. 

We  can  all  agree  that  the  federal  government's  $200  billion- 
plus  investment  in  education  over  the  past  twenty-years  has  had 
no  measurable  impact  on  improving  education  results.   Real  per 
student  school  funding  has  doubled  since  1970  and  quadrupled 
since  1950. 

Today,  wealthy  and  upper-middle  income  families  can  and  do 
escape  the  mediocrity  of  government  schools  by  sending  their 
children  to  private  schools.   That  choice  should  be  made 
available  to  parents  of  all  incomes.   In  most  inner  cities,  such 
as  Washington,  D.C.,  a  child  can  get  a  better  education  for  half 
the  cost  in  private  schools. 

We  ought  to  ask  ourselves:  Why  does  the  United  States  have 
the  finest  universities  in  the  world,  but  among  the  worst 
elementary  and  secondary  school  system?   One  answer  is  that  we 
have  long  allowed  full  choice — including  religious  schools — at 
the  college  level  with  government  scholarship  programs,  student 
loans,  and  Pell  grants.   President  Clinton  has  called  for  a  tax 
credit  for  college  tuition  and  for  vocational  schools.   Why  not 
provide  an  education  credit  or  voucher  for  those  who  need  it 
most:  children  aged  5  to  18? 

If  we  cannot  move  directly  to  a  federal  voucher  payment  then 
we  ought  to  provide  a  targeted  voucher.   For  example,  we  should 
provide  a  direct  voucher  to  the  parents  of  children  who  live  in 
the  areas  with  the  100  worst  school  districts  in  America. 
Competition  in  education  through  school  choice  could  lead  to  an 
exciting  revolution  in  schooling  in  the  twenty-first  century. 

8)  Get  business  off  the  dole. 

Last  month  Labor  Secretary  Robert  Reich  challenged  the  Cato 
Institute,  the  Heritage  Foundation,  and  the  new  GOP  majority  in 
Congress  to  identify  and  terminate  what  he  called  "corporate 
welfare,"   This  was  a  fair  challenge  and  one  that  is  important 
for  fiscal  conservatives  to  meet  head  on.   If  the  budget  is  to  be 
reduced,  and  low  income  programs  are  to  be  cut,  then  it  is  good 
policy  and  good  politics  to  target  programs  that  benefit 
corporate  America  as  well. 

We  at  the  Cato  Institute  have  spent  the  past  month  scouring 
through  the  federal  budget  to  identify  corporate  pork.   The  list 
includes  more  than  200  programs  and  totals  roughly  $80  billion  of 
spending — on  programs  ranging  from  USDA  sugar  subsidies  to  Forest 
Service  road  building  to  military  weapons  systems  that  are 
retained  only  to  pump  funds  into  specific  firms. 
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Conclusion 


Over  the  course  of  the  twentieth  century  virtually  every 
fundamental  socio-economic  trend  has  improved.    Americans  are 
wealthier,  healthier,  living  longer,  better  fed,  better  housed, 
better  educated  than  twenty,  fifty  or  one  hundred  years  ago.   The 
world  is  a  safer  place.   The  environment  is  cleaner,  natural 
resources  are  cheaper  and  more  abundant,  as  are  almost  all 
consumer  goods.   All  of  these  trends  can  be  expected  to  continue, 
to  get  better — in  fact  at  an  accelerating  pace — as  we  enter  the 
information  age  of  the  twenty-first  century. 

The  only  area  where  fundamental  trends  are  discouraging  are 
those  involving  government.   Government  spending  is  accelerating; 
the  deficit  is  untamed;  public  sector  productivity  is  negative; 
basic  government  services,  such  as  our  schools  are  not 
performing.   It  seems  quite  likely  that  through  innovation  and 
ingenuity  the  nation  will  find  a  cure  for  AIDs  before  we  find  a 
cure  for  the  federal  deficit. 

There  are  reasons  to  fear  that  the  state  will  continue  its 
relentless  pace  of  expansion  in  the  twenty-first  century.   These 
include  the  widening  entitlement  mentality;  the  impending 
socialization  of  medicine;  the  aging  of  the  American  workforce, 
and  the  seeming  triumph  in  recent  years  of  the  politics  of 
redistribution  over  the  politics  of  growth  and  opportunity. 

Nevertheless,  it  seems  unimaginably  pessimistic  to  predict 
that  Americans  will  allow  government  to  continue  to  smother  the 
goose  that  lays  the  golden  eggs.   Ultimately  the  culture  of 
government  restraint  embedded  in  the  American  spirit  seems  likely 
to  triumph  over  the  culture  of  dependency  and  entitlement. 

If  it  does  not,  then  the  prophets  of  doom  are  correct  and 
the  United  States  truly  is  an  empire  in  decline.   But  if  it  does, 
then  the  twenty  first  century,  like  the  twentieth,  will  be  the 
American  century. 
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Chairman  DOMENICI  Senator  Frist,  you  are  first. 

Senator  Frist.  Thank  you,  and  I  wish  to  thank  all  the  panelists. 
There  is  a  broad  range  here  to  go  back  and  forth. 

Mr.  Woodson,  I  would  like  you  to  comment  on  the  statement 
made  by  Mr.  Greenstein  with  regard  to  the  block  grants.  He  made 
it  very  clear  that  the  block  grant  idea  needs  to  be  separated  out 
and  look  at  what  the  particular  block  grant  is  for,  using  the  exam- 
ple of  food  stamps. 

Consistent  with  earlier  testimony  from  Secretary  Bennett  this 
morning  and  your  comments  on  the  Block  Grant  Program,  how 
would  you  respond  to  that? 

Mr.  Woodson.  I  interpret  what  my  colleague  said  as  just,  "let  us 
not  do  anything.  The  current  system  just  works,  so  let  us  leave  it 
alone". 

I  am  saying  that  we  have  to  let  1,000  flowers  bloom,  and  I  think, 
yes,  we  need  to  devolve  responsibility.  I  don't  believe  devolving  it 
to  local  government  is  adequate.  I  think  you  ought  to  devolve  it 
more  to  individuals  and  civic  institutions.  I  don't  think  State  and 
local  governments  are  any  less  bureaucratic  or  less  susceptible  to 
special  interest  lobbying  than  the  Federal  Government. 

So  I  would  suggest  that  we  ought  to  be  pushing  it  down  further 
to  individuals.  I  trust  individuals  and  I  trust  civic  institutions  more 
than  I  do  any  level  of  government,  and  I  will  be  writing  more  to 
this. 

One  other  comment,  I  really  think  that  defenders  of  the  status 
quo  continue  to  use  low-income  children  as  hostages.  Any  attempt 
at  reform  is  portrayed  as  hurting  the  children,  thus  making  it  ra- 
dioactive. For  instance,  he  referenced  the  WIC  Program.  There  is 
no  correlation  between  how  much  the  Federal  Government  spends 
on  the  WIC  Program  and  the  rate  of  infant  mortality.  Many  of  the 
young  women  are  having  low-birthweight  babies  because  of  their 
lifestyle.  They  take  drugs.  They  are  abused  physically.  They  don't 
come  into  clinics.  They  don't  avail  themselves  to  what  is  available. 

Jamaica  does  not  have  a  Welfare  Program.  It  has  a  lower  infant 
mortality  rate  than  the  United  States  because  they  are  compelled 
to  walk  a  straight  line.  There  is  also  less  junk  food. 

So  we  really  need  to  not  allow  these  kind  of  glib  statements  to 
be  made,  nor  can  we  allow  any  proposal  for  reform  to  be  attributed 
to  cold,  callous  people  who  will  be  injuring  the  children.  We  need 
to  allow  experimentation  to  develop  innovative  solutions.  Civic  in- 
stitutions— mediating  institutions — have  been  effective.  Initiatives 
established  by  grassroots  people  to  deal  with  almost  every  category 
of  problems  have  been  more  effective  and  more  efficient  than  any- 
thing that  I  have  seen  that  is  funded  by  the  Federal  Government. 

In  the  next  30  to  40  days,  we  are  going  to  bring  the  grassroots 
leaders  themselves,  the  "poor"  that  everybody  talks  about — to  the 
policy  table  and,  later  to  a  teleconference  on  March  7  for  2  hours. 
I  hope,  Senator,  that  you  will  watch  and  hear  firsthand  from  the 
people  suffering  the  problem  what  the  solutions  are. 

Mr.  Greenstein.  Senator,  might  I  respond  to  that?  Let  me  re- 
spond by  saying  I  am  not  a  defender  of  the  status  quo.  I  am  not 
saying  there  should  be  no  changes  in  these  programs.  I  said  that 
one  particular  kind  of  change  is  to  be  separated  from  others. 
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Let  me  quickly  make  one  remark  on  WIC  and  one  on  food 
stamps. 

With  regard  to  the  WIC  Program,  there  is  an  extensive  body  of 
medical  research.  Its  findings  are  not  in  doubt.  A  major  national 
study  done  under  the  Reagan  administration,  financed  by  that  Ad- 
ministration, found  that  the  WIC  Program  is  associated  with  a  20 
to  33  reduction  in  late  fetal  deaths.  A  study  that  was  supported  by 
the  Bush  administration  found,  by  an  exhaustive  study  of  birth 
records  by  States,  that  each  dollar  spent  in  the  prenatal  component 
of  WIC  saved  between  $2  and  $4  in  medicaid  costs  because  of  the 
large  reduction  in  the  incidence  of  low  birth  weight  infants. 

In  fact,  the  General  Accounting  Office,  at  the  request  of  Con- 
gress, who  viewed  all  of  these  studies  2  years  ago  and  issued  a  re- 
port saying  that  WIC  seemed  to  cause  a  25  percent  reduction  in 
low  birth  weight  and  a  44  percent  reduction  in  very  low 
birthweight,  and  the  GAO's  specific  figures — I  happened  to  be  look- 
ing at  them  the  other  day — were  that  the  $296  million  the  Federal 
Government  spent  on  the  prenatal  component  of  WIC  in  fiscal  year 
1990  would  be  associated  with  about  a  $1  billion  reduction  over  the 
next  18  years  in  Federal  payments  for  medicaid,  special  education, 
and  the  like. 

WIC  is  not  the  only  thing  that  has  to  do  with  infant  mortality. 
Bob  Woodson  is  right  that  there  are  a  lot  of  cultural  and  other 
problems  that  raise  or  lower  infant  mortality.  But  whatever  the 
rate  of  infant  mortality  would  be  without  the  WIC  Program,  it  is 
lower  when  you  bring  WIC  into  play. 

In  regard  to  the  Food  Stamp  Program,  what  I  am  trying  to  say 
is  that  one  can  allow  in  these  programs  flexibility  and  experimen- 
tation without  changing  the  fiinding  structure  in  a  manner  that 
causes  some  States  to  get  too  little  and  others  to  get  too  much,  that 
causes  families  that  lose  their  jobs  in  recessions  to  not  be  able  to 
get  aid. 

For  example,  States  could  be  given  flexibility  they  don't  have 
now  to  take  some  of  those  food  stamps  and  use  them  to  subsidize 
employers  to  give  people  jobs  instead  of  giving  them  food  stamps. 
States  could  be  given  flexibility  they  don't  have  now  to  change  the 
rules  for  what  counts  as  income  and  resources  in  food  stamps  so 
they  are  the  same  as  the  rules  for  those  families  in  AFDC  and  food 
stamps  who  are  applying  for  both  programs  so  they  don't  have  two 
separate  sets  of  rules. 

But  just  to  give  you  a  specific,  a  couple  of  Governors  have  re- 
cently developed  a  rough  draft;  of  a  proposal  to  block  grant  the  Food 
Stamp  Program.  It  doesn't  adjust  for  these  changes  in  need  in 
States  as  the  years  go  by;  one  State's  unemplojrment  rate  goes  up 
and  another's  goes  down. 

So  we  simply  looked  at  had  that  proposal  been  passed  5  years 
ago,  what  would  have  happened  last  year?  New  Mexico  would  have 
lost  31  percent  of  its  food  assistance  dollars.  Nebraska  would  have 
lost  21  percent.  Your  State  of  Tennessee  would  have  lost  28  per- 
cent. Other  States  would  have  gained,  and  part  of  the  point  I  am 
making  is  if  we  are  still  going  to  put  Federal  dollars  in,  we  want 
to  match  them  where  the  need  is.  The  best  way  to  do  that  is  to 
maintain  the  kind  of  funding  structure  we  have  now  while  allowing 
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States  to  make  significant  changes  in  the  way  the  program  actually 
runs  so  that  they  can  innovate  to  promote  self-sufficiency. 

Senator  Frist.  Mr.  Woodson,  one  other  question.  We  haven't 
talked  about  this,  but  if  you  could  give  a  fairly  short  answer,  be- 
cause we  don't  have  time  to  fully  develop  it,  but  earned  income  tax 
credit,  1993.  Has  that  helped  the  working  poor  or  not? 

Mr.  Woodson.  Yes,  it  has,  and  I  embrace  what  Governor  Allen 
did  by  cutting,  at  the  State  level,  cutting  his  housing  program  30 
percent  and  then  with  that  savings  eliminating  income  tax  in  the 
State  of  Virginia  for  people  making  $18,000  and  less.  There  is  a  di- 
rect transfer  from  the  bureaucracy  to  individuals  and  I  think  I  sup- 
port anything  that  allows  working  people  to  keep  more  money  that 
they  earn. 

Senator  Frist.  Thank  you,  Mr.  Chairman. 

Chairman  DOMENICI.  Senator  Exon? 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

Let  me  start  with  you,  if  I  might,  Mr.  Moore.  Thank  you  all  for 
being  here.  I  think  the  testimony  has  been  excellent. 

The  Cato  Institute,  I  believe,  has  generally  supported  what  my- 
self and  others  have  been  working  on  for  for  a  long,  long  time,  with 
regard  to  line-item  veto  or  enhanced  rescission,  call  it  what  you 
want,  for  the  President  and  also  the  balanced  budget  amendment, 
is  that  not  true?  You  have  always  supported  both  of  those  things 
as  an  institute? 

Mr.  Moore.  That  was  the  reason  that  I  was  late  to  this  hearing. 
I  was  testifying  in  support  of  the  line-item  veto.  So  yes,  Senator, 
you  are  correct. 

Senator  Exon.  With  regard  to  the  constitutional  amendment  to 
balance  the  budget  by  the  year  2002,  you  have  come  up  with  some 
pretty  detailed  plans,  as  I  understand  it,  how  to  reach  that. 

My  first  question  is,  have  the  Republicans  on  the  House  side  who 
have  promoted  this  concept,  which  I  applaud,  have  they  been  in 
contact  with  you  to  discuss  with  you  the  Cato  Institute's  rec- 
ommendations in  some  specifics  to  reach  that  goal  by  the  year 
2002? 

Mr.  Moore.  Actually,  yes,  they  have.  Senator.  And  by  the  way, 
our  plan  reaches  a  balanced  budget  by  2000,  so  2  years  sooner  than 
would  be  required  under  the  balanced  budget  amendment. 

I  will  make  this  point,  Senator,  that  there  are  many  issues  that 
we  disagree  with  Republicans  on.  Primarily,  we  think  it  is  absurd 
to  be  talking  about  not  making  substantial  reductions  in  defense 
spending  right  now.  The  fact  of  the  matter  is  that  the  cold  war  is 
over.  Ronald  Reagan  won.  The  fact  of  the  matter  is  that  we  can 
now  enter  into  an  era — this  is  a  peace  time.  There  is  no  major  ad- 
versary in  the  world  that  we  face. 

We  spend  more  on  military  spending  in  the  United  States  than 
the  rest  of  the  world  does  combined.  These  are  huge  numbers.  Even 
if  we  cut  defense  to  about  $220  billion,  which  is  what  we  rec- 
ommend in  the  Cato  budget,  we  would  still  have  the  largest  peace- 
time spending  on  the  military  of  any  time  in  American  history. 

Senator  Exon.  Thank  you.  In  other  words,  what  you  are  saying 
is  that  although  you  have  outlined  a  blueprint,  the  people  that 
have  signed  onto  the  Contract  With  America  do  not  agree  with 
your  formula,  is  that  a  fair  assimiption? 
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Mr.  Moore.  Our  opinion  is  essentially  that  you  can't — one  of  the 
great  things  about  the  balanced  budget  amendment,  in  my  opinion, 
and  this  is  one  reason  I  think  the  Democrats  should  embrace  this, 
is  it  forces  Republicans  to  essentially  make  choices.  You  can't  have 
everything.  We  think  that 

Chairman  DOMENICI.  Doesn't  it  force  Democrats  to  do  that,  too? 

Mr.  Moore.  Of  course. 

Chairman  DOMENICI.  Thank  you  very  much. 

Mr.  Moore.  Of  course,  you  are  in  power  now.  Senator,  and  the 
fact  is 

Senator  EXON.  I  thought  you  would  make  that  point,  Mr.  Chair- 
man. 

Chairman  DOMENICI.  How  about  the  President?  Does  it  force 
him,  too? 

Mr.  Moore.  It  does. 

Chairman  DoMENlCl.  Thank  you  very  much. 

Mr.  Moore.  This  is  a  very  healthy  thing,  that,  in  fact,  it  will 
very  soon  make  Republicans  recognize  that  they  can't  have  every- 
thing that  they  want  to,  and  that,  I  think,  is  a  very  healthy  thing. 

Senator  ExON.  Let  me  ask  this  question  specifically.  Does  the 
Cato  Institute,  in  endorsing  a  balanced  budget  amendment  to  the 
Constitution,  endorse  or  oppose  the  policy  of  requiring  a  three- 
fifths  vote  to  raise  taxes  as  a  part  of  such  a  constitutional  amend- 
ment? 

Mr.  Moore.  I  shouldn't  say  the  Cato  Institute,  because  everyone 
at  the  Cato  Institute  has  different  opinions.  In  fact,  our  chairman, 
Bill  Muscanan,  and  I  actually  have  a  bit  of  a  different  opinion  on 
this. 

I  support  the  balanced  budget  amendment  with  or  without  a  tax 
limitation  measure.  I  strongly  support  a  tax  limitation  measure, 
but  I  think  it  would  be  very  foolish — we  have  waited  for  20  years 
to  pass  this  amendment,  and  I  think,  for  political  and  policy  rea- 
sons, it  would  be  very  stupid  not  to  support 

Senator  ExoN.  Mr.  Moore,  thank  you  for  saying  that.  I  am  only 
cutting  you  off  because  I  have  some  other  questions  and  time  is 
limited,  but  the  point  that  you  make  is  the  point  that  I  am  making. 
Everyone  is  not  going  to  have  a  constitutional  amendment  to  bal- 
ance the  budget  drafted  exactly  as  they  would  like. 

Therefore,  it  seems  to  me  that  we  would  be  foolish,  indeed,  if  we 
risk  the  chance  of  getting  the  two-thirds  vote  necessary  to  pass  a 
constitutional  amendment  by  putting  measures  in  it  that  would 
prevent  us  from  reaching  that,  and  once  again,  we  would  go  to  the 
well  and  come  back  empty. 

Mr.  Moore.  I  totally  agree. 

Senator  ExoN.  Let  me  ask  this  question.  If  we  allowed  the  opting 
out  of  social  security,  if  we  did  that,  wouldn't  that  have  pretty  dire 
consequences  to  the  Social  Security  System  and  commitments  that 
were  made  for  pay-out  as  of  now? 

Mr.  Moore.  No;  actually,  it  would  have  exactly  the  opposite  ef- 
fect. That  was  the  reason  I  was  saying — right  now,  the  social  secu- 
rity, on  an  actuarial  basis,  faces  huge,  like  trillions  of  dollars,  of 
negative  liabilities  in  the  ftiture.  If  you  allow  people  to  opt  out  of 
the  system,  you  could  essentially — let  us  put  it  like  this.  You  could 
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take  the  whole  system  in  place  now,  if  you  made  some  minor 
changes  to  the  benefit  structure 

Senator  ExON.  For  example,  going  to  age  70  for  retirement  or 
something  like  that. 

Mr.  Moore.  Over  75  years.  Wall  Street  would  pay  you — they 
would  pay  you — to  take  over  the  whole  system,  because  they  can 
make  so  much  money  from  the  amount  of  payroll  taxes  that  is  paid 
into  the  system.  If  they  can  invest  it  at  about  a  6  percent  real  rate 
of  return,  which  is  essentially  what  markets  have  provided  over  the 
last  50  years,  they  would  be  willing  to  pay  all  of  the  benefits  that 
have  already  been  promised,  assuming  you  make  some  changes  to 
the  formula,  if  they  can  invest  the  future  stream  of 

Senator  ExON.  Couldn't  we  do  that,  Mr.  Moore,  in  another  fash- 
ion? When  social  security  was  originally  conceived,  it  was  decided 
we  did  not  want  to  gamble  with  it  on  Wall  Street.  Now  that  might 
have  been  a  bad  decision  or  a  good  decision,  depending  on  what 
shape  Wall  Street  is  in  at  the  time  you  retire. 

But  couldn't  we  accomplish  essentially  the  same  thing  by  taking 
our  Social  Security  Trust  Funds  and  giving  it  to  Wall  Street  to 
make  money  with? 

Mr.  Moore.  You  mean  have  the  government  retain  ownership  of 
it? 

Senator  ExoN.  Yes. 

Mr.  Moore.  I  think  that  misses  one  of  the  key  points.  Tech- 
nically, you  could  do  that,  but  there  are  two  real  virtues  to  what 
I  am  suggesting. 

One  is  that  by  doing  this,  you  essentially  allow  people  to  have 
a  personal  account.  I  think  that  is  a  very  important  virtue  of  this 
plan,  that  everyone  feels  they  have  their  own  personal  nest  egg. 

And  second  of  all,  if  you  did  what  I  am  suggesting,  and  you  don't 
have  to  be  a  supply-sider  to  realize  the  importance  of  this,  right 
now,  people  do  not  view  their  social  security  tax  contributions  as 
a  deferred  compensation.  They  view  this  money  as  money  that  sim- 
ply goes  down  a  rat  hole  and  that  they  will  never  see  again. 

If  you  allowed  those  people  to  put  that  12  percent  of  their  pay- 
check into  an  individual  account,  you  would  essentially  be  provid- 
ing Americans  a  lifetime  increase  in  their  salaries  of  12  percent.  I 
mean,  imagine  what  impact  that  would  have  on  people's  work  ef- 
fort, in  terms  of  their  investment  and  savings,  if  you  essentially 
took  something  that  they  think  now  they  will  never  get  back  and 
tell  them  that  the  amount  you  pay  in,  you  vdll  get  back  in  the  fu- 
ture. So  that  is  a  very  big  difference  between  retaining  the  current 
system  and  changing  it  over  to  an  individual  account. 

Senator  ExON.  My  time  is  almost  up  already,  but  I  would  simply 
say,  if  we  did  that,  and  it  sounds  attractive,  are  you  assuming  that 
all  workers  in  America  of  the  15-  to  25-year  range  and  hereafter 
would  all  sign  up  and  go  with  that  type  of  an  IRA?  What  about 
those  that  don't? 

Mr.  Moore.  I  would  make  it  an  optional  system.  In  Chile,  they 
did  this,  and  in  fact,  we  have  a  major  study  going  on  in  Chile,  and 
essentially,  everyone  opted  for  the  private  system.  I  would  not  end 
social  security.  I  would  just  say,  you  have  an  option.  One  is  a 
forced  savings  option  and  the  other  one  is 

Senator  ExoN.  Or  social  security? 
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Mr.  Moore.  Right. 

Senator  ExON.  Let  me  ask  one  brief  question,  if  I  might.  I  think 
the  witness  can  answer  it  very  briefly,  and  then  I  will  yield. 

Mr.  Woodson,  you  worked  very  hard  during  your  career  to  help 
communities  to  help  themselves,  and  I  applaud  this.  You  are  trying 
to  break  that  cycle  of  poverty  and  dependency.  I  admire  your  ef- 
forts. 

I  wonder,  though,  whether  you  think  any  Federal  program  had 
the  effect  of  helping  to  reduce  poverty  by  addressing  problems  that 
face  communities  with  very  limited  resources.  My  question  is, 
which,  if  any,  government  programs,  have  been  particularly  helpful 
to  you  in  your  work  and  your  endeavors? 

Mr.  Woodson.  I  think  some  of  those  dealing  with  nutrition. 
There  was  a  time  in  the  1960's  when  kids  had  no  food  and  there 
were  elderly  people  dying  with  no  food  in  their  stomachs,  and  I 
think  we  have  been  very  effective  in  getting  nutrition  into  commu- 
nities so  you  don't  have  those  kinds  of  situations  that  don't  have 
to  exist. 

Aside  from  those  kinds  of  programs,  there  are  very  few  programs 
that  have  not  damaged  the  poor  with  the  helping  hand.  On  bal- 
ance, I  think  they  have  been  injured  more  than  they  have  been 
helped  by  government,  but  there  are  some  limited  examples  of  suc- 
cess. Certainly,  public  schools  with  Federal  Government  mandates 
desegregation  and  busing  has  just  destroyed  community  schools. 
They  have  just  wreaked  havoc  in  low-income  communities. 

Senator  ExON.  What  about  the  School  Lunch  Program? 

Mr.  Woodson.  School  Lunch  Programs  are  helpftil,  but  I  am  not 
so  sure  that  because  something  is  a  government  responsibility  it 
should  be  govemmentally  implemented.  My  wife  is  a  Head  Start 
teacher,  and  some  of  the  regulations  of  progrsans  under  the  Depart- 
ment of  Agriculture  are  just  crazy.  Day  care  centers  face  the  same 
things. 

She  has  to  put  food  in  front  of  a  3-years-old  infant  at  a  certain 
period  of  time.  If  that  child  doesn't  want  it,  it  has  to  be  thrown 
away  under  existing  Agricultural  rules  and  she  cannot  put  it  in  the 
refrigerator  and  give  it  to  him  when  he  wants  it.  The  paperwork 
that  they  have  to  fill  out  is  stiffling  and  the  time  that  she  has  to 
spend  complying  with  the  rules  is  debilitating.  She  has  to  spend  al- 
most 1  hour  on  administration  for  every  2  hours  she  spends  teach- 
ing kids. 

Senator  ExON.  I  think  we  would  all  agree  that  one  of  the  things 
to  sweep  away  with  this  revolution  is  the  unreasonable  bureau- 
cratic mess  and  morass  that  we  have  in  this  country.  Thank  you 
for  the  point. 

Thank  you,  Mr.  Chairman. 

Chairman  DOMENICI.  Senator  Abraham? 

Senator  Abraham.  Thank  you. 

I  wanted  to  ask  Mr.  Greenstein,  on  one  of  the  points  you  made 
in,  I  think,  trying  to  argue  that  we  should  not  block  grant  money 
back  to  the  States,  you  referenced  the  changing  role  the  State  has 
played  in  supplementing  programs  like  SSI.  To  reference  back,  I 
think  you  said  there  was  a  substantial  reduction  in  the  amount  of 
supplemental  support  provided  by  States  during  the  last  15  years 
or  so,  is  that  correct? 
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Mr.  Greenstein.  I  was  actually,  maybe  not  very  clearly,  trying 
to  make  two  separate  points. 

On  the  block  grant  front,  I  think  some  things  should  be  block 
granted.  I  was  saying  there  are  problems  in  doing  that  for  pro- 
grams that  meet  basic  needs  that  operate  on  an  entitlement  basis, 
like  food  stamps,  free  school  lunches,  and  AFDC. 

With  regard  to  the  SSI,  what  I  was  saying  is  that  since  1975,  the 
State  supplement  in  the  typical  State  that  pays  it  has  fallen  63 
percent.  I  wasn't  making  that  point  in  reference  to  block  grants. 

Senator  Abraham.  That  is  OK,  then.  My  question  is  tWs.  I  read, 
I  can't  remember  what  it  was,  the  other  day,  I  think  it  may  have 
been  a  news  report  or  something,  that  the  fastest-growing  entitle- 
ment program  is  SSI  and  that  it  has  experienced  the  largest  rate 
of  growth. 

My  question  is,  does  that  account  for  why  States  have  provided 
less  support,  because  they  see  the  Federal  Government  expanding 
its  role  and  have  then  stepped  back? 

Mr.  Greenstein.  I  don't  think  so.  When  we  look  at  what  is  ex- 
panding in  SSI,  SSI  for  the  elderly  has  declined,  and  I  was  refer- 
ring to  the  supplemental  payment  for  the  elderly.  The  expanding 
parts  of  SSI  are  the  disability  part,  and  in  particular,  the  child  dis- 
ability part.  There  are  some  significant  questions  as  to  the  defini- 
tion that  is  used  for  disability  for  a  child.  I  think  that  can  be  looked 
at. 

That  is  really  a  separate  question  than  for  the  actually  declining 
number  of  elderly  on  SSI,  what  is  the  appropriate  level  of  benefit 
for  them. 

Senator  Abraham.  The  second  question  I  had  was  for  Mr. 
Woodson.  When  we  were  talking  earlier,  and  during  your  testi- 
mony, you  outlined  areas  like  the  housing  programs  where  there 
was  a  vast  overpayment  by  the  Federal  Government  based  on  occu- 
pancy of  what  actually  was  owed  or  should  be  paid,  if  you  based 
it  strictly  on  occupancy.  You  alluded  to  the  fact  that  the,  if  you  will, 
welfare  providers,  universe,  continues  to  expand,  consuming  a  larg- 
er share  of  the  total  dollars  which  we  allocate  and  appropriate. 

Do  you  have  any  sense  of  how  far  back  that  overhead  could  be 
cut  witnout  significantly  diminishing  the  delivery  of  services? 

Mr.  Woodson.  Absolutely.  You  could  cut  that  overhead  50  per- 
cent and  double  the  number  of  people  helped  by  the  program — 50 
percent. 

Washington,  DC  provides  one  quick  example.  You  know  what 
kind  of  fiscal  shape  DC  is  in.  Last  summer,  the  District  sent  six 
kids  who  were  convicted  felons  to  a  Lake  Placid  treatment  center, 
psychiatrically  oriented,  for  a  year  at  a  cost  of  $125,000  per  kid  per 
year.  One  of  them  left,  returned  to  the  District,  and  killed  someone 
two  blocks  from  where  he  killed  the  first  person.  He  then  went 
back  to  Lake  Placid.  When  it  was  discovered,  he  wase  removed 
from  the  facility,  but  a  psychiatrist  there  said  he  had  made 
"progress"  since  the  young  man  expressed  remorse  for  his  second 
murder. 

Yet  there  are  community-based  efforts  that  have  demonstrated 
that  they  can  better  help  a  young  person,  even  like  this,  than  any 
of  the  others. 
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Senator  Abraham.  I  am  sure  somebody  on  the  committee  staff 
probably  has  some  examples  like  this,  but  clearly  you  have  col- 
lected some  examples  that  we  might  be  able  to  use  in  our  delibera- 
tions. I  would  ask  that  maybe  you  provide  that  to  the  committee 
or  at  least  to  our  office.  We  would  appreciate  it. 

My  last  question  for  Mr.  Greenstein,  and  I  don't  want  to  let  you 
leave  here  today  with  only  having  given  us  your  views  on  how  we 
can't  do  things,  because  I  think  that  is  unfair,  in  a  way,  to  the  way 
your  testimony  might  appear. 

Are  there  some  specific  areas  of  the  Federal  budget  that  you 
think  can  be  eliminated,  that  you  would  advocate  the  elimination 
of,  programs  or  departments,  agencies?  Is  there  anything,  based  on 
your  involvement  in  the  Entitlement  Commission  and  other 
projects  you  have  done,  that  would,  perhaps,  be  ones  you  would 
want  our  attention  drawn  to? 

Mr.  Greenstein.  Let  me  give  you  a  partial  answer,  and  I  have 
had  a  conversation  on  the  phone  with  Mr.  Hoagland  and  we  do  in- 
tend to  provide  a  more  detailed  answer  on  that,  which  is  obviously 
something  involving  careful  thought. 

But  I  have  thought  over  the  years  that  some  of  what  the  Federal 
Government  does  in  some  of  the  areas  like  economic  development 
and  things  of  that  sort,  the  success  of  it  is  questionable.  Those  do 
seem  to  be  more  appropriate  State  roles. 

An  area  that  I  don't  know  that  much  about  but  one  might  look 
at — it  has  always  struck  me  as  something  one  should  look  at — is 
something  like  the  Small  Business  Administration.  I  think  there 
are  questions  about  the  power  marketing  administrations  in  cer- 
tain parts  of  the  country. 

But  I  think  this  covers  various  parts  of  the  government.  For  ex- 
ample, if  you  look  at  the  welfare  reform  bill,  Mr.  Woodson  men- 
tioned the  Child  Care  Food  Program  at  Head  Start  centers.  If  you 
look  at  the  President's  welfare  reform  bill  that  was  sent  to  the  Con- 
gress last  year,  it  has  in  it  a  proposal  not  to  eliminate  but  to  re- 
structure a  part  of  that  program  that  has  no  means  testing  in  it 
and  in  which  a  lot  of  the  benefits  go  to  upper-middle-income  areas. 

I  had  designed  a  change  that  would  save  about  a  half-a-billion 
dollars.  It  is  in  the  President's  welfare  reform  bill.  You  are  prob- 
ably not  going  to  do  the  President's  welfare  reform  bill,  but  you 
could  still  look  at  that  particular  provision  as  a  way  to  save  some 
money. 

I  think  there  are  clearly  a  number  of  other  areas  as  well.  I  do 
think  a  key  question  is  one  you  said  at  the  outset  of  this  hearing, 
which  is  what  are  some  of  the  appropriate  areas  for  the  Federal 
Government  to  be  in  and  not  be  in.  I  think  questions  have  been 
raised,  both  by,  I  think,  Mr.  Moore,  if  I  remember,  in  his  testimony, 
and  Secretary  Reich  on  the  Administration's  side  about  some  of  the 
corporate  subsidies  we  now  have.  I  think  that  is  an  area  to  look 
at  very  carefully.  I  think  all  of  those  are  areas  to  look  at. 

But  in  the  long  run,  the  most  important  things  are  probably  get- 
ting social  security  back  into  long-term  balance.  I  won't  go  into  it. 
I  would  dissent  from  some  of  what  Mr.  Moore  said,  but  that  is  an- 
other discussion. 

Making  changes  in  health  care,  in  which  you  have  to  make  them 
beyond  medicare  and  medicaid  but  system-wide.   Otherwise,  you 
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will  have  limits  to  how  much  you  can  reduce  medicare  and  medic- 
aid; at  least  reduce  their  growth,  if  there  is  no  change  in  the  rate 
of  health  care  cost  growth  in  the  private  sector. 

I  would  argue,  too,  as  Mr.  Greenspan  did  when  he  testified  be- 
fore the  Entitlement  Commission,  that  if  we  are  looking  at  entitle- 
ments, we  ought  to  look  at  all  of  the  entitlements,  including  those 
that  are  embedded  in  the  tax  code. 

Those  three  big  areas — health  care,  social  security,  and  entitle- 
ments in  the  tax  code — really  dwarf  what  one  saves  in  a  child  care 
area  or  an  economic  development  area  or  even  housing.  In  the  long 
term,  those  are  big  areas  of  money.  If  we  don't  look  at  them,  all 
the  rest  of  what  we  do  only  makes  a  modest  amount  of  progress. 

Senator  Abraham.  My  red  light  is  on,  so  I  had  better  defer  back 
to  the  Chairman.  Thank  you. 

Chairman  DOMENICI.  Did  you  have  something  urgent?  Go  ahead, 
if  you  do. 

Senator  Abraham.  No,  no. 

Chairman  Domenici.  Frankly,  we  are  going  to  adjourn  very 
shortly,  and  I  am  not  even  sure  that  I  will  ask  any  questions,  but 
I  will  thank  each  one  of  you. 

Yes,  Mr.  Woodson? 

Mr.  Woodson.  I  just  want  to  add  something,  Senator,  that  you 
said  in  passing  earlier. 

Chairman  DOMENICI.  Please. 

Mr.  Woodson.  That  is  to  urge  Republicans  to  recognize  that  peo- 
ple are  motivated  to  change  and  improve  by  a  vision  of  what  is  pos- 
sible, not  by  injuries  that  should  be  avoided.  We  must  resist  the 
temptation  to  demonize  the  poor  and  instead  target  the  poverty  in- 
dustry for  assault. 

I  just  want  to  applaud  you  and  hope  that  you  vdll  send  that  mes- 
sage to  your  colleagues  in  the  House  and  in  the  Senate. 

Chairman  DOMENICI.  That  is  a  very  good  point. 

Mr.  Greenstein.  If  I  could  add  a  10-second  addition,  Mr. 
Woodson,  and  I  disagree  on  some  things,  we  have  been  sitting  here 
agreeing  about  the  point  he  just  made  and  agreeing  about  our  joint 
concern  that  large  numbers  of  people  who  are  poor  do  not  fit  the 
definition  of  the  underclass  and  we  need  to  be  very  careful  that  we 
not  end  up  doing  things  that  hurt  the  working  poor  and  the  poor 
that  are  playing  by  the  rules  as  we  reform  and  deal  with  concerns 
of  those  who  do  have  deeper  problems. 

Mr.  Woodson.  We  agree  on  that. 

Chairman  DOMENICI.  Let  me  particularly  thank  each  of  you,  but 
let  me  thank  you  especially,  Mr.  Moore,  with  reference  to  the  Cato 
Institute.  You  are  here,  in  a  sense,  representing  yourself  and  them. 
I  think  the  country,  not  Cato  exclusively,  but  the  country  is  far  bet- 
ter off  because  we  have  some  think  tainks  and  groups  working  on 
new  ideas.  To  the  extent  that  you  are  major  players  in  that,  I  com- 
pliment you. 

I  also  really  believe  that  you  do  not  get  cluttered  up  with  special 
kinds  of  interests.  Obviously,  the  defense  of  our  country  is  not  a 
special  interest,  but  you  obviously,  as  conservatives,  have  come  up 
with  a  different  evaluation  of  defense  in  terms  of  our  fiscal  policy. 

Mr.  Moore.  Thank  you,  Senator.  We  would  be  happy  to  provide 
you  with  our  proposed  budget  plan. 
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Chairman  Domenici.  I  do  want  to  thank  you,  Bob,  for  the  help 
you  are  giving,  and  Mr.  Woodson,  for  the  help  you  are  giving. 

I  want  to  just  close  on  a  note  for  each  of  you,  in  particular,  for 
you,  Mr.  Greenstein,  and  you,  Mr.  Woodson.  Actually,  I  believe  the 
Federal  debt  and  what  it  is  going  to  do  to  our  ability  to  do  for  our 
children  and  for  our  children  to  do  for  themselves,  I  believe  the 
Federal  debt  is  the  worst  policy  against  future  generations  of  chil- 
dren than  anything  positive  we  have  going  is  good. 

As  I  look  at  it,  this  huge  and  growing  debt  is  a  tax  on  our  chil- 
dren. I  don't  see  it  any  other  way.  It  represents  an  undemocratic 
tax  in  the  worst  sense  because  they  never  have  a  chance  to  speak 
on  it  or  vote  on  it.  By  the  time  they  come  into  bearing  it  on  their 
shoulders,  it  is  a  done  deal  and  they  have  to  pay  for  it. 

Therefore,  I  support  the  balanced  budget  and  I  can  make  a  case 
that  I  support  it  because  the  deficit  and  the  debt  accumulated  from 
it  is  a  tax  on  our  children  that  is  hidden  and  we  have  to  stop  it. 

I  am  given  great  confidence  that  even  with  the  concerns  you 
have,  Bob,  about  a  balanced  budget,  I  am  confident  that  we  can  do 
it  and  treat  the  needs  of  this  country  fairly.  If  I  didn't  think  so,  I 
would  not  be  for  it. 

But  conversely,  if  I  wasn't  for  it,  I  would  end  up  saying,  my  time 
in  the  Senate  is  almost  for  naught  because  we  won't  get  there.  We 
won't  get  to  the  point  where  our  fiscal  house  is  in  order  and  we 
stop  taxing  kids  in  the  future. 

I  want  to  end  this  hearing  with  a  quote  on  this  issue  that  was 
not  intended  in  support  of  the  constitutional  amendment  for  a  bal- 
anced budget,  but  listen  to  it,  because  it  is  the  finest  explanation 
I  have  heard  of  what  we  must  do  and  why,  given  by  what  is  com- 
monly thought  of  as  a  liberal  constitutional  lawyer  named  Law- 
rence Tribe. 

Given  the  centrality  in  our  revolutionary  origins  of  the  precept  that  there  should 
be  no  taxation  without  representation,  it  seems  especially  fitting,  in  principle,  that 
we  seek  somehow  to  tie  our  hands  so  that  we  cannot  spend  our  children's  legacy. 

That  is  how  I  see  it,  and  as  we  look  at  programs  that  allegedly 
help,  I  am  going  to  look  at  it,  if  we  csm't  restrain  the  appetite  of 
government,  and  I  am  fiilly  aware  that  to  talk  about  only  discre- 
tionary programs  is  overstating  the  case.  I  mean,  everybody  that 
talks  about  entitlements  is  right.  When  we  look  at  the  future  bur- 
dens of  the  country,  the  pension  programs,  private,  public,  and 
quasi-public  are  truly  front  and  center.  We  have  obligated  our- 
selves and  we  have  to  look  at  it  carefully  because  they  are  really 
the  biggest  over-commitment  that  we  have  yet  put  on  the  books  for 
our  kids.  Frankly,  until  we  do  that,  clearly,  we  won't  get  anywhere. 

But  I  also  want  to  state  that  there  is  a  mutual  sharing  of  the 
responsibility  to  get  to  a  balanced  budget.  It  is  not  a  Republican 
responsibility;  it  is  Democrats  and  Republicans.  It  is  not  Congress; 
it  is  the  Congress  and  the  executive  branch.  For  once  the  constitu- 
tional amendment  is  passed.  Senator  Frist,  once  it  is  passed,  it  is 
not  Republican  law  or  Democratic  law  or  Congress's  law,  it  is  the 
law  of  the  land.  So  it  seems  to  me  that  there  is  a  lot  of  shared  re- 
sponsibility on  how  we  get  there. 

I  want  to  close  by  saying  this.  Senator.  As  Chairman  of  the 
Budget  Committee,  I  have  the  privilege  of  being  the  committee  who 
will  make  the  first  cut  at  how  far  do  we  go,  the  first  draft  of  how 
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do  we  get  there.  I  am  committing  now  and  will  continually  that  we 
will  make  a  very  substantial  down  payment  on  this  deficit,  and  it 
will  be  enforceable  and  it  will  be  achieved.  In  the  process,  we  will 
do  some  major  redefinition  of  where  government  ought  to  be  fur- 
nished to  the  people  and  who  ought  to  pay  for  it. 

With  that,  I  close  this  first  round  of  oversight  hearings  and  I 
thank  everybody  for  participating. 

The  committee  is  adjourned. 

[Whereupon,  at  12:15  p.m.,  the  committee  was  adjourned.] 
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U.S.  Senate, 
Committee  on  the  Budget, 

Pontiac,  MI. 
The  committee  met,  pursuant  to  notice,  at  10:00  a.m.,  in  the 
Commissioner's  Auditorium,  Pontiac,  Michigan,  Hon.  Pete  V.  Do- 
menici  (chairman  of  the  committee)  presiding. 
Present:  Senators  Domenici  and  Abraham. 

Staff  present:  G.  Wilham  Hoagland,  majority  staff  director;  Bob 
Stevenson,  press  secretary;  Cesar  Conda,  legislative  director.  Office 
of  Senator  Abraham;  Sandy  Baxter,  Joe  Cella,  Anne  Dickerson, 
Larry  Dickerson,  Stuart  Larkins,  Tony  Leach,  Tom  Nank,  Jim 
Neill,  John  Potbury,  Rich  Schlaf,  Lil  Simon,  Dan  Vincent,  and  Bil- 
lie  Whimmer,  Office  of  Senator  Abraham. 

OPENING  STATEMENT  OF  CHAIRMAN  DOMENICI 

Chairman  DOMENICI.  Good  morning,  everyone.  My  name  is  Pete 
Domenici.  I  am  a  Senator  from  the  State  of  New  Mexico.  I  am 
chairman  of  the  Budget  Committee  of  the  United  States  Senate.  I 
served  in  that  capacity  for  6  years  when  Ronald  Reagan  was  Presi- 
dent. Then,  obviously,  the  way  the  Senate  conducts  itself,  once  the 
Republicans  were  not  in  control,  we  had  a  Democratic  chairman.  I 
am  a  Republican.  We  have  12  Republicans  on  this  committee  and 
ten  Democrats. 

About  May  15,  you  will  begin  to  hear  about  us  marking  up  a 
budget  for  the  United  States  for  the  next  fiscal  year.  Contained 
within  it  will  be  recommendations,  and,  in  some  instances,  man- 
dates that  will  cover  5  years,  in  terms  of  trjdng  to  get  the  deficit 
under  control. 

I  would  like  to  welcome  everyone  here.  In  particular,  I  want  to 
welcome  your  governor,  Governor  Engler,  and  all  those  who  are 
going  to  testify,  and  also  you  citizens  who  are  here.  It  is  not  the 
greatest  weather,  and  that  accounts  for  our  delay.  We  should  have 
been  here  in  a  very  timely  manner,  but  the  airplane  was  about  25 
minutes  late  and  then  there  was  a  little  snow  on  the  road.  If  they 
had  let  a  fellow  from  New  Mexico  drive,  we  might  have  gotten  here 
sooner [Laughter.] 

But  some  guy  who  lives  here  who  doesn't  know  about  icy  roads 
drove  and  didn't  do  as  well  as  I  thought  he  should.  Actually,  he  did 
great.  Thank  you  very  much  for  getting  us  out  here  so  expedi- 
tiously. 

(75) 
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First,  I  want  to  thank  the  people  of  Michigan  for  sending  us  this 
very  fine  United  States  Senator,  Senator  Spence  Abraham. 

[Applause.] 

Chairman  DOMENICI.  We  are  very  fortunate  that  he  is  going  to 
be  on  the  Budget  Committee.  He  will  be  at  my  side,  trjdng  to  help 
put  together  a  very  major  part  of  the  reform  and  change  that  has 
to  take  place  in  this  country.  The  budget  process  in  the  United 
States  Senate  will  be  the  first  instrument  of  reform  and  change. 
Change  will  be  in  the  wind;  the  status  quo  is  out.  Balanced  budgets 
are  in,  and  deficit  spending  is  out. 

Second,  as  I  indicated,  I  welcome  your  governor  personally.  I  got 
to  know  him  recently,  and  I  want  to  thank  him  for  the  leadership 
that  he  is  giving  to  us  from  the  grassroots,  from  the  governors  of 
the  United  States. 

This  morning,  we  have  a  unique  opportunity  to  assess  the  issue 
of  the  role  of  all  levels  of  government  in  the  21st  century.  It  used 
to  be,  when  we  spoke  of  the  21st  century,  it  seemed  so  far  away. 
But,  it  is  right  upon  us  now,  and,  truly,  we  are  busy  trying  to  de- 
cide what  government  will  look  like,  how  big  it  will  be,  what  kind 
of  effectiveness  it  will  have  and  where  its  emphasis  will  be. 

I  think  this  last  election  said  a  lot  of  things  to  a  lot  of  people 
from  the  standpoint  of  those  of  us  who  work  on  budgets  it  meant 
that  the  United  States  would  have  less  government,  not  more;  that 
our  Federal  Government  would  start  spending  less,  not  more;  and 
that  we  would  have  less  taxes,  not  more.  Since  that  is  the  case,  we 
cannot  have  business  as  usual.  I  think  most  Americans  expect  that 
we  will  leave  no  stone  unturned,  save  Social  Security,  to  try  to  get 
to  a  balanced  budget. 

In  this  context  of  what  we  are  trying  to  do,  I  would  like  to  pose 
two  questions,  and  you  all  might  be  thinking  about  them  as  the 
witnesses  talk  about  what  they  think  we  ought  to  be  doing. 

First,  would  Federal  legislators  have  established  the  Federal  pro- 
gram they  did  when  they  did  it  if,  at  the  time  the  program  was  cre- 
ated, we  were  facing  an  imbalance  in  our  Federal  accounts  as  we 
are  today?  In  other  words,  would  we  have  passed  programs,  know- 
ing that  we  are  in  deficit  $200  billion  this  year  and  will  be  in  defi- 
cit for  as  far  as  the  eye  can  see?  We  have  already  incurred  $4.6 
trillion  in  debt.  If  the  answer  to  that  question  is,  the  program 
would  not  have  been  created  with  this  kind  of  debt,  then,  obviously, 
it  should  go  to  the  top  of  the  priority  list  for  elimination,  restruc- 
turing, or  reform. 

Second,  addressing  your  State  and  your  governor,  would  the 
State  of  Michigan,  as  an  example,  spend  its  own  money  on  a  pro- 
gram for  which  it  now  receives  Federal  assistance  if  that  assistance 
were  not  available?  If  the  answer  is  no,  then,  obviously,  that  pro- 
gram would  go  high  on  the  priority  list  for  restructuring,  reform, 
or  elimination. 

Within  the  framework  of  these  two  broad  questions,  there  are  a 
number  of  secondary  questions,  and  I  will  take  them  up  as  we  have 
different  witnesses  appear.  But  let  me  suggest  to  all  of  you — and 
to  all  of  the  witnesses — that  we  consider  the  fact  that  in  1999, 
State  and  local  governments  are  projected  to  receive  $266  billion  in 
Federal  grant  payments.  The  projected  deficit  for  that  year  is  $253 
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billion.  In  other  words,  States  are  expected  to  receive  Federal  grant 
payments  in  excess  of  the  projected  deficit  for  that  year. 

Clearly,  one  of  the  fastest-growing  Federal  accounts  to  the  States 
is  the  Medicaid  Program,  which  we  partially  fund  along  with  the 
States.  It  will  grow  at  nearly  10  percent  a  year  aimually  across  this 
land,  and  as  a  consequence,  the  States'  matching  costs  will  also  in- 
crease. 

When  we  speak  of  changing  medicaid,  we  are  not  speaking  about 
cutting  it.  We  are  talking  about  reducing  its  rate  of  growth,  from 
something  like  9.5  to  11  percent  to  perhaps  as  low  as  4,  4.5,  or  5 
percent.  Nonetheless,  it  would  be  continuing  to  grow  annually.  We 
seek  ideas  on  how  we  might  get  the  exorbitant  cost  of  the  program 
down  and  still  serve  the  people  who  need  health  care  that  the  Fed- 
eral Government  has  seen  fit  to  try  to  help  the  States  provide. 

I  am  very  impressed  with  the  way  your  State  has  taken  this  pro- 
gram of  medicaid  on,  and  I  want  to  hear  more  about  it  today.  I  am 
willing  to  predict  with  some  certainty  here,  however,  Governor,  to 
you  and  those  who  espouse  giving  more  authority  to  the  States,  I 
think  we  are  prepared  to  say  that  the  Medicaid  Program  will  be 
block  granted  to  the  States,  and  that  it  will  continue  to  grow  but 
not  at  Euiything  like  10  or  11  percent.  Many  of  the  strings  that  are 
attached  to  the  program  will  be  eliminated,  and  we  will  trust  the 
States  to  see  if  they  can  do  a  better  job  than  we  do  with  six  vol- 
umes of  rules  and  regulations  governing  State  Medicaid  Programs. 

I  think,  perhaps,  I  have  said  enough  to  let  you  understand  that 
this  is  a  serious  ye£U"  for  us  and  that  your  new  Senator  finds  him- 
self immediately  on  a  very  serious  committee.  I  would  say,  as  a 
matter  of  personal  privilege,  he  has  been  a  delight  to  work  with. 
He  comes  to  the  meetings.  A  lot  of  Senators  wait  until  the  last  2 
weeks  to  come  to  meetings  and  then  they  all  have  something  to 
say,  they  all  want  something,  and  they  all  know  more  than  we  do, 
coming  in  the  last  2  weeks.  He  is  going  to  be  entitled  to  complain, 
because  he  has  been  at  every  meeting  and  he  is  learning. 

So  let  us  proceed.  I  am  now  going  to  ask  your  new  Senator  if  he 
would  care  to  make  opening  remarks.  We  will  proceed  to  try  to  stay 
on  time.  At  some  point,  we  may  fall  a  bit  behind,  but  we  will  try 
our  very  best.  Thanks  to  all  of  you  for  your  attendance. 

Senator  Abraham? 

OPENING  STATEMENT  OF  SENATOR  ABRAHAM 

Senator  Abraham.  Thank  you  very  much,  Mr.  Chairman.  I  ap- 
preciate the  kind  remarks.  I  would  dispense  with  my  written  state- 
ment and  enter  it  into  the  record. 

Chairman  DOMENICI.  It  will  be  entered  into  the  record. 

Senator  Abraham.  Thank  you. 

I  want  to  just  welcome  you  to  our  State.  I  think,  as  you  will  learn 
today,  we  have  a  lot  of  exciting  things  going  on  in  Michigan,  a  lot 
of  activities  both  in  the  pubhc  and  in  the  private  sector  that  we, 
in  Washington,  can  learn  from. 

I  also  want  to  welcome  all  the  guests  we  have  here  today.  It  is, 
for  me,  at  least,  a  special  privilege  to  be  able  to  bring  this  budget 
hearing  to  Michigan,  so  that  people  here  in  our  State  can  have  an 
idea  of  what  is  going  on  in  the  United  States  Senate  and  how  we 
are  trying  to  address  some  of  the  problems  that  we  read  about  and 
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heard  about  in  the  past  and  have  the  opportunity  to  maybe  have 
this  kind  of  first-hand  input.  So  I  am  pleased  that  you  were  kind 
enough  to  bring  this  first  hearing  to  our  State. 

I  want  to  especially  thank  Governor  Engler  for  being  here  and 
bringing  his  perspectives,  which,  I  think,  will  shed  a  lot  of  light  on 
the  direction  that  we  should  be  following  in  the  years  ahead. 

We  have,  also,  an  excellent  group  of  witnesses,  many  of  whom  I 
have  worked  with  before  and  drawn  ideas  from  in  the  context  both 
of  my  campaign  and  in  the  context  of  the  agenda  that  I  have  been 
talking  about  in  the  Budget  Committee  and  the  other  committees, 
the  Labor  and  Human  Resources  Committee  and  the  Judiciary 
Committee  on  which  I  serve.  I  think  they  will  give  us  some  excel- 
lent insights  into  the  direction  that  America's  government  should 
follow  in  the  21st  century. 

I  think  one  of  the  things  that  Senator  Domenici  is  doing  that  is 
right  on  point  is  to  not  just  examine  next  year's  budget,  as  if  it 
stands  in  isolate,  but  rather,  as  we  are  doing  today,  to  talk  about 
the  role  of  government  as  it  ought  to  be  defined  in  the  next  cen- 
tury. 

Now,  I  don't  think  you  can  bring  the  budget  into  balance  if  you 
just,  on  a  microscopic  level,  look  at  next  year  or  the  following  year. 
You  have  to  look  5  to  7  years  down  the  road  in  terms  of  the  needs 
of  this  country  and  the  direction  in  which  we  will  be  travelling,  and 
I  think  during  the  hearings  we  have  had  both  in  Washington  and 
now  on  the  road,  that  this  examination,  in  doing  it  sooner  rather 
than  later,  we  are  taking  the  right  approach  to  bringing  not  only 
the  budget  into  balance  but  bringing  government  under  control. 

I  think  here  in  Michigan,  as  I  have  said,  we  have  some  excellent 
examples  to  learn  from  in  Washington.  I  think  the  panel  today,  the 
various  panels,  will  provide  us  with  some  insights  that  will  be  ex- 
traordinarily useful  to  us  as  we  deliberate  in  the  months  ahead. 

On  behalf  of  the  people  of  Michigan,  I  want  to  just  welcome  you. 
Senator,  and  I,  again,  want  to  extend  my  thanks  to  everybody  who 
has  come  here  today.  We  are  appreciative  of  the  input  we  are  going 
to  receive  and  I  am  grateful  for  everybody's  willingness  to  come  out 
on  a  cold  and  wintery  morning  here  to  provide  it. 

Thank  you  very  much. 

[The  opening  statement  of  Senator  Abraham  follows:] 

Prepared  Statement  of  Senator  Spencer  Abraham 

Mr.  Chairman,  ladies  and  gentlemen,  it  is  my  honor  to  host  the  first  field  hearing 
of  the  Senate  Committee  on  the  Budget  during  the  historic  104th  Congress  of  the 
United  States.  I  am  extraordinarily  pleased  that  we  are  holding  this  hearing  in  my 
home  State.  The  committee  is  privileged  today  to  have  an  outstanding  group  of  pub- 
lic officials  and  private  citizens  from  the  State  of  Michigan,  including  Governor  John 
Engler,  who  will  testify  on  the  subject  of  "Government  in  the  21st  Century". 

Sooner  or  later,  it  will  become  necessary  for  the  committee  to  address  this  subject. 
It  is  to  the  great  credit  of  Chairman  Domenici  that  he  has  chosen  to  do  this  sooner 
rather  than  later.  For  without  some  sense  as  to  the  long-term  role  of  government 
within  our  country,  it  is  simply  not  possible  to  make  intelligent  long-term  decisions 
about  the  composition  of  the  budget.  This  subject  will  become  more  critical  because 
the  Congress  is  on  the  verge  of  passing  the  Balanced  Budget  Amendment  to  the 
Constitution.  This  coming  Tuesday,  we  in  the  United  States  Senate  will  be  casting 
a  historic  vote  on  the  final  passage  of  the  Amendment.  I  believe  that  we  are  within 
one  vote  of  the  67  votes  needed  to  pass  the  Balanced  Budget  ifWendment. 

Whether  we  can  balance  the  budget  in  the  year  2002  or  in  any  other  year,  and 
whether  or  not  we  can  reduce  the  burdens  of  taxation  upon  individual  Americans 
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and  the  business  sector,  depends  in  large  part  upon  what  we  envision  the  respon- 
sibihties  of  government  to  be.  The  budget  of  the  United  States  reflects  far  more 
than  totals  of  receipts  and  expenditures;  rather,  it  reflects  the  people's  sense  of  what 
properly  falls  within  the  scope  of  responsibilities  of  the  States,  the  localities,  the  pri- 
vate sector,  and  the  individuals  themselves. 

The  debate  over  the  budget  then  increasingly  becomes  a  debate  over  the  role  of 
government.  When  I  describe  this  Congress  as  an  "historic"  one,  I  do  so  in  the  sense 
that  the  elections  of  1994  have  forced  this  debate  upon  the  Congress  and  the  Nation. 
While  many  of  these  issues  of  controversy  in  the  Budget  Committee  this  year  will 
be  the  same  ones  that  have  always  marked  its  deliberations — whether  to  spend  a 
bit  more  for  this  program  or  a  bit  less  for  that  one — ^the  1994  elections  have  also 
placed  on  its  agenda  the  larger  question  of  the  role  of  government.  In  the  current 
debates  over  the  Balsmced  Budget  Amendment,  welfare  reform,  social  services  block 
grants,  spending  for  the  arts,  and  unfimded  Federal  mandates,  this  larger  question 
is  increasingly  in  evidence.  The  question  before  the  committee,  and  this  Congress, 
is  more  than  whether  the  rate  of  growth  in  the  budget  should  be  3.5  percent  or  6.5 
percent;  it  is  whether  there  are  entire  fimctions  of  the  national  government  that 
ought  to  be  reconsidered. 

This  is  a  healthy  and  overdue  debate.  The  issues  that  underlie  this  debate,  in  sig- 
nificant part,  are  the  issues  which  divide  the  parties  in  Washington.  I  don't  say  this 
in  a  partisan  sense  because  I  believe  that  most  of  my  colleagues  on  both  sides  of 
the  aisle  would  agree  with  this  observation.  There  are  fundamental  differences 
among  Members  of  Congress — ^honest  and  sincerely  held  differences — that  concern 
the  role  which  the  national  government  ought  to  play  in  American  life.  Everything 
is  not  simply  "politics"  in  Washington.  In  my  experience,  there  are  thoughtful  and 
conscientious  individuals  in  both  parties  who  understand  the  importance  of  this  de- 
bate for  America's  future,  and  they  are  anxious  to  engage  it  responsibly.  It  is  impor- 
tant that  these  individuals  succeed  in  this,  for  in  my  judgment,  there  is  nothing 
more  hurtful  than  that  the  American  people  will  not  have  the  chance  to  speak  clear- 
ly about  which  course  they  would  like  their  country  to  take,  simply  because  the  de- 
bate is  confused  or  ambiguous. 

At  various  junctures  in  our  Nation's  history,  we  have  confronted  these  folks  in  the 
road  about  the  direction  of  government.  We  did  so  in  the  aftermath  of  the  Civil  War; 
we  did  so  during  the  Progressive  era;  we  did  so  during  the  New  Deal.  The  United 
States  of  1995  reflects  the  decisions  made  at  these  times.  Now,  with  our  Federal 
budget  surpassing  $1.5  trillion,  with  government  at  all  levels  consuming  35-40  per- 
cent of  the  average  family's  income,  with  the  Federed  Government  becoming  a  more 
and  more  dominant  force  in  the  economy,  the  conrmierce,  and  the  social  life  of  the 
Nation,  it  is  heu-dly  surprising  that  we  have  come  to  yet  another  fork  in  the  road. 
Do  we  continue  down  the  road  in  which  Washington  consumes  and  directs  the  utili- 
zation of  ever-increasing  amounts  of  resources  or  do  we  alter  our  course?  It  seems 
to  me  that  our  country  can  only  benefit  fi-om  a  fi"ank  and  candid  debate  about  what 
lies  down  each  of  these  roads. 

I  believe  in  the  rebirth  of  the  10th  Amendment  of  the  Constitution  which  states 
"The  powers  not  delegated  to  the  United  States  by  the  Constitution,  nor  prohibited 
to  it  by  the  States,  are  reserved  to  the  States  respectively,  or  to  the  people."  My 
own  perspective  is  that  far  too  many  functions  and  responsibilities  have  been  con- 
centrated in  Washington  in  recent  decades.  There  are  costs  when  this  occurs.  When 
responsibilities  are  centered  in  Washington  which  could  be  better  carried  out  by 
State  or  local  governments,  these  costs  are  reflected  in  several  forms.  First,  there 
is  the  inability  to  flexibly  respond  to  the  diverse  circumstances  of  the  diverse  com- 
munities across  the  country.  Second,  there  is  the  diminished  opportunity  of  these 
communities  to  govern  their  own  affairs  and  control  their  own  destinies.  Third, 
there  is  the  dampening  impact  of  a  single,  uniform  national  policy  upon  the  degree 
of  innovation  ana  experimentation  that  occurs  in  the  development  of  public  poTicv. 

At  the  same  time,  when  responsibilities  are  centered  in  Washington  which  could 
be  better  carried  out  by  the  private  sector  or  by  individuals  themselves,  there  are 
costs  in  terms  of  our  individual  liberties  and  personal  autonomy.  To  substitute  the 
decision-making  of  public  officials  and  bureaucrats  in  Washington  for  the  decision- 
making of  individu^s  and  families  is  to  turn  on  its  head  the  proper  relationship  be- 
tween "we  the  people"  and  our  public  servants. 

Today's  hearings,  I  expect,  will  be  the  first  of  many  hearings  in  the  Congress 
which  will  address  the  question  of  what  the  Federal  Government  will — and  should — 
look  like  in  the  years  ahead.  Those  who  call  for  changes  in  the  status  quo,  as  I  do, 
have  the  obligation  to  explain  how  we  get  from  here  to  there,  and  how  the  transition 
should  be  carried  out  Mfith  the  least  possible  disruption  for  people  who  have  relied 
upon  government  to  continue  to  do  what  it  does  at  present.  Altering  the  role  of  gov- 
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eminent  in  this  country  cannot  succeed  unless  the  people's  expectations  of  govern- 
ment are  also  altered. 

Again,  I  would  like  to  thank  Senator  Domenici  for  his  leadership  on  this  commit- 
tee, and  in  the  area  of  budget  policy  in  general.  I  would  also  like  to  thank  each  of 
the  witnesses  who  has  taken  the  time  to  contribute  to  these  hearings.  If  the  forth- 
coming debate  on  the  direction  of  American  government  is  conducted  at  the  level 
that  I  anticipate  these  hearings  will  be  conducted,  I  am  confident  that  the  American 
people  will  be  well-served  by  the  debate.  Finally,  let  me  commend  those  in  our  audi- 
ence who  have  interrupted  their  normal  schedule  to  attend  these  hearings.  I  will 
very  much  look  forward  to  each  of  your  thoughts  on  these  issues  in  the  time  ahead. 

Chairman  DOMENICI.  The  first  witness  is  well  known  to  all  of  you 
and  I  welcome  him  to  the  committee.  Governor  Engler,  you  may 
proceed. 

STATEMENT  OF  HON.  JOHN  ENGLER,  GOVERNOR,  STATE  OF 

MICHIGAN 

Governor  Engler.  Thank  you  very  much,  Senator.  Let  me  echo 
the  words  of  Senator  Abraham  in  welcoming  you  to  Michigan.  We 
are  delighted  to  have  this  opportunity  today.  I  think,  if  I  can  keep 
my  remarks  brief,  we  will  be  at  question  time  right  on  schedule, 
so  we  can  get  you  back  on  schedule,  at  least,  and  start  it  off. 

I  do  appreciate  so  much  the  willingness  to  be  in  our  State  and 
listen  to  our  ideas  on  how  to  balance  the  Federal  budget  and  make 
all  governments  more  efficient  and  restructure  the  relationship  be- 
tween our  State  capitals  and  Washington,  DC. 

As  you  know,  Michigan,  like  most  States,  has  a  balanced  budget 
requirement  written  into  our  State's  Constitution.  In  addition,  our 
Constitution,  in  what  is  known  as  the  Headlee  Amendment,  also 
prohibits  the  State  from  burdening  local  governments  with  un- 
funded mandates.  Those  two  measures,  in  my  judgment,  go  hand 
in  hand.  That  is  why  the  ban  on  unfunded  Federal  mandates  that 
passed  both  the  U.S.  House  and  Senate  is  so  critical.  Without  such 
a  ban,  efforts  to  balance  the  Federal  budget  would  simply  become 
a  tawdry  display  of  buck  passing. 

With  that  as  a  given,  how  do  we  balance  the  Nation's  budget? 
Briefly,  let  me  outline  how  we  balanced  Michigan's  budget  and 
highlight  how  our  experience  can  be  used  to  reform  the  system  and 
balance  the  Federal  budget. 

When  I  took  office  4  years  ago,  in  January  of  1991,  I  was  con- 
fronted with  a  State  deficit  that  was  simply  mind-boggling.  After 
we  took  a  good  look  at  the  books,  we  discovered  that  Michigan  was 
drowning  in  red  ink,  to  the  tune  of  $1.8  billion  of  deficit  spending, 
a  number  that  was  approximately  20  percent  of  the  State's  general 
fund  spending. 

We  had  two  choices  at  that  time,  to  maintain  deficit  spending 
and  raise  taxes  or  cut  spending  and  hold  the  line  on  taxes.  We 
chose  the  latter  course  and  actually  cut  spending  and  cut  taxes. 
With  aggressive  use  of  the  line-item  veto,  I  have  cut  more  than 
$1.7  billion  from  the  State  budget  since  1991.  With  the  help  of  the 
State  legislature,  we  eliminated  programs,  restructured  priorities, 
and  trimmed  spending  to  balance  the  budget. 

Without  the  actions  we  took,  spending  would  have  been  some  25 
percent  higher  today  in  1995,  or  nearly  $2  billion  in  the  baseline. 
In  fact,  the  bottom  line  is  this.  Since  1990,  State  and  general  fund 
spending  has  grown  by  less  than  9  percent.  In  contrast,  inflation 
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was  nearly  20  percent,  resulting  in  an  11  percent  cut  in  real  spend- 
ing. 

By  the  end  of  the  1995  fiscal  year,  Michigan's  Rainy  Day  Fund 
will  reach  $1.1  billion,  the  highest  level  in  our  State  history. 

I  want  to  also  point  out  that,  since  I  took  office,  Michigan  tax- 
payers have  benefitted  fi-om  11  tax  cuts  that  are  saving  both  indi- 
viduals and  businesses  more  than  $1  billion  annually.  Just  this 
week,  the  State  legislature  approved  the  first  of  another  three  tax 
cuts  that  will  save  taxpayers  $1.5  billion  over  the  next  5  years. 

Mr.  Chairman,  I  believe  the  Federal  Government  can  follow 
Michigan's  lead  and  use  a  similar  strategy  to  balance  the  Federal 
budget.  Here  is  how. 

First,  the  President  must  have  use  of  the  line-item  veto.  It  is 
critical  to  efficient  financial  management  and  certainly  has  been  a 
key  to  our  turnaround  in  Michigan. 

Second,  the  President  must  be  required  to  present  a  balanced 
budget.  Any  additional  spending  beyond  the  President's  rec- 
ommendation ought  to  be  put  in  a  separate  and  vetoable  line.  This 
is  critical  for  placing  the  spending  responsibility  exactly  where  it 
belongs. 

Third,  the  President  must  be  allowed  to  impound  funds,  when 
necessary,  to  balance  the  budget.  In  addition,  when  revenues  de- 
cline, I  propose  the  President  should  be  able  to  cut  spending 
through  executive  orders  that  automatically  become  effective  unless 
an  alternate  plan  is  adopted  by  Congress  within,  say,  30  days, 
maybe  60  days.  When  revenues  are  rising,  I  suggest  also  that  a 
portion  of  the  budget  be  allowed  to  a  Federsd  rainy  day  fund  and 
to  debt  retirement. 

Entitlement  reform,  also  is  important.  We  have  to  do  away  with 
the  notion  that  the  pot  of  money  that  is  available  is  bottomless, 
and  that  means  that  if  the  program  runs  out  before  the  end  of  the 
year,  either  the  checks  stop  or  difficult  decisions  must  be  made  to 
fund  that  program  fi^-om  other  and  real  cuts  in  the  budget. 

I  certainly  follow  the  debate  in  Washington  and  I  hear  the  critics 
down  here  saying,  well,  that  is  what  State  legislators  and  gov- 
ernors are  going  to  do  if  we  end  all  these  entitlements.  They  are 
callously  and  carelessly  going  to  let  the  money  run  out,  they  are 
going  to  starve  children,  they  are  going  to  throw  old  people  out  of 
their  homes.  I  think  that  is  just  unrealistic. 

I  think  they  ought  to  get  real  in  terms  of  this  analysis,  and  I 
think  the  reality  is  this,  that  the  States'  fiscal  problems  rarely 
arise  without  warning.  They  don't  sneak  up  on  us.  Good  managers, 
prudent  managers  are  setting  priorities  and  they  are  planning 
ahead  for  change  and  preparing  for  those  things  that  are  beyond 
their  control. 

A  fifth  item  is  to  stop  the  Federal  micro-management  of  the 
State  and  local  governments.  In  a  few  moments,  you  will  hear  from 
Doug  Rothwell,  the  CEO  of  our  Jobs  Commission.  He  has  a  mar- 
velous chart.  I  didn't  bring  any  props  with  me  today,  but  we've  got 
a  chart  that  shows  you  the  maze  for  job  and  worker  training  pro- 
grams. It  probably  does  a  good  job  in  a  visual  way  of  just  showing 
what  I  mean  by  micro-management. 
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I  think,  sixth,  eHmination  of  hundreds  of  Federal  programs  and 
a  consoHdation  of  resources  in  block  grants  with  caps  and  strict 
spending  limits  and  freeing  up  the  States  to  do  a  job. 

Mr.  Chairman,  you  have  been  a  leader,  and  Senator  Abraham  is 
a  strong  supporter  of  this  strategy.  Earlier  this  month,  I  was  privi- 
leged to  be  in  front  of  your  committee  in  Washington  regarding  the 
welfare  reform  plan  that  proposes  to  consolidate  more  than  300 
Federal  programs  into  eight  block  grants.  This  strategy  would  free 
the  States  to  encourage  work  and  responsibility,  reduce  caseloads, 
and  restore  hope. 

I  also  support  block  granting  medicaid,  as  you  mentioned  in  your 
earlier  comments.  This  is  a  major  issue  today,  and  I  would  suggest 
the  States  be  allowed  the  flexibility  to  determine  eligibility  and 
contain  costs. 

Let  me  give  you,  out  of  my  budget  in  the  State  of  Michigan,  just 
an  interesting  statistic.  In  1980,  medicaid  amounted  to  8  percent 
of  our  State's  budget,  our  discretionary  general  fund  budget.  In  fis- 
cal year  1996,  21  percent  of  the  available  general  fund  revenue  vdll 
be  needed  to  support  medicaid  alone.  That  is  up  from  about  19  per- 
cent in  fiscal  1995.  If  we  eliminated  some  of  the  different  special 
financing  mechanisms  that  we  have  used,  we  would  go  over  25  per- 
cent of  our  discretionary  general  fund  budget,  just  to  match  the 
medicaid. 

Those  costs,  obviously,  there  a  lot  of  factors  involved,  but  eligi- 
bility, increased  prices,  increased  utilization  are  the  things  that  we 
look  at,  and  we  simply  need  to  have  more  control  over  that.  We 
need  to  be  able  to  run  those  programs.  I  think  that  the  ambitious 
goals  in  terms  of  cost  containment  that  you  mentioned  are  achiev- 
able at  the  State  level  if  we  are  given  this  opportunity. 

We  have  been  a  leader  in  moving  our  medicaid  population  into 
managed  care.  We  need  to  go  further  than  that  and  into  capitated 
care  as  well.  We  only  have  about  10  percent  of  those  in  the  medic- 
aid population  in  capitated  care.  That  is  something  we  think  is 
very  much  a  part  of  the  future. 

We  also,  because  of  medicaid,  I  think  there  is  a  tendency  some- 
times to  view  that  as  a  social  services  program,  but,  in  fact,  it  also 
is  a  significant  program  in  our  Departments  of  Mental  Health  and 
Public  Health.  So  the  coordination  of  the  departments  is  critically 
important,  as  well  as  having  the  authority  devolve  from  the  Fed- 
eral Government  to  the  State  government. 

We  think  that  block  granting,  not  just  to  medicaid  alone  but 
medicaid  and  other  welfare  programs,  could  save  the  Federal  Gov- 
ernment as  much  as  $140  billion  over  the  next  5  years,  so  that 
would  make  a  significant  contribution  to  that  rather  large  number 
that  was  cited  as  the  challenge  that  we  face. 

There  is,  in  my  judgment,  no  debate,  Mr.  Chairman.  I  believe  the 
States  can  do  a  better  job.  We  run  the  programs  and  we  ought  to 
be  given  the  authority.  We  ought  to  trust  the  States.  For  those  crit- 
ics who  say,  well,  the  States — and  it  was  interesting,  last  night,  I 
happened  to  tune  in  and  watch  a  young  Congressman  from  Massa- 
chusetts by  the  name  of  Kennedy  debating  Congressman  Living- 
ston, the  chairman  of  the  House  Appropriations  Committee.  Time 
and  time  again,  he  said,  the  States  won't  do  this,  the  States  won't 
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do  that.  In  his  judgment,  apparently,  the  only  answer  is  the  Fed- 
eral Government. 

I  would  suggest  that  when  one  looks  at  programs  that  have  been 
totally  federally  dominated,  like  SSI,  if  those  are  model  programs, 
then  he  has  a  different  view  of  effectiveness  than  I  do.  [Laughter.] 

So  I  would  suggest  if  the  welfare  program  with  the  Federal  domi- 
nation through  the  rule-writing  and  regulatory  process  is  an  exam- 
ple of  a  successful  program,  again,  he  has  a  different  definition  of 
success  than  I  do. 

I  think  that  is  all  too  common  in  some  of  the  commentary  coming 
out  of  Washington  today.  I  suggest  that  much  of  the  debate  is  real- 
ly built  around  the  interest  groups  who  have  gotten  comfortable 
going  to  Washington  to  lobby  and  resent  the  fact  that  they  might 
actually  have  to  come  out  to  the  50  State  capitals  and  to  the  local- 
ities within  States  to  make  their  point. 

But,  I  beheve  strongly  that  decisions  made  locally  are  the  best 
decisions,  and  so  we  seek,  in  part,  to  bring  this  authority  and  re- 
sponsibility and  money  back  to  the  State  in  order,  then,  to  devolve 
it  from  local  communities.  You  will  hear  this  morning  from  Mayors 
Guido  and  Cowan  and  County  Executive  Patterson  and  from  other 
local  government  leaders  who  are  extraordinarily  able,  and  you  will 
hear  from  private-sector,  non-profit  leaders,  like  Father  Bill 
Cunninghaim,  who  are  extraordinarily  able.  They  ought  to  be  en- 
trusted by  States  with  responsibihty.  The  cost  of  doing  business  is 
too  difficult  when  we  try  to  bring  it  from  Washington  and  run  it 
from  there,  and  we  would  like  you  to  move  to  Lansing. 

Let  me  close  with  just  a  couple  of  other  final  points.  Judicial  re- 
form is  another  point  that  I  have  made.  In  case  after  case,  the  Fed- 
eral judiciary  has  the  States  tied  up  in  knots,  and  I  know  that  Sen- 
ator Abraham  is  on  the  Judiciary  Committee,  so  he  has  a  double 
opportunity  here. 

Federal  judges  want  to  run  our  prisons  because  they  want  to 
send  our  taxpayers  the  biU.  It  is  that  simple.  We  have  a  Federal 
judge  who  ordered  us  to  spend  $30  milhon  for  a  psychiatric  hos- 
pital. We  did  that.  The  hospital  is  half  full,  and  now  the  judge 
wants  us  to  fully  staff  that  hospital,  even  though  it  is  only  half  full, 
just  so  we  will  be  ready,  I  guess. 

The  State  was  also  ordered  to  break  up  our  largest  prison,  the 
prison  in  Jackson.  The  plaintiffs  plan  cost  more  than  $200  million. 
After  I  took  office  and  after  a  great  deal  of  legal  negotiation,  we 
have  saved  $100  miUion.  We  have  cut  the  price  tag  in  half,  but  it 
is  still  too  high,  because  when  we  finish  that  project,  we  will  have 
fewer  beds  than  when  we  started.  It  doesn't  make  any  sense. 

If  paying  those  bills  isn't  bad  enough,  then  we  have  to  pay  the 
legal  bills  for  the  prisoners  who  are  in  the  class  action  suit  that 
was  brought  against  the  State  in  the  first  place.  One  of  these  so- 
called  pubhc  interest  attorneys  has  now  tagged  the  State  of  Michi- 
gan for  over  $1  milUon  in  fees.  The  State  taxpayers  have  to  pay 
that  bill. 

That  is  an  outrage  that  has  to  stop.  There  has  to  be  reform  or 
even  repeal  of  Federal  laws  that  govern  treatment  of  prisoners  in 
State  facilities.  We  certainly  are  fiilly  compliant  and  do  not  object 
to  compljnmg  with  Constitutional  standards.  What  we  do  object  to 
is  to  comply  with  the  whims  and  wishes  of  Federal  judges  as  they 
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try  to  interpret  laws  that  take  considerable  liberty  with  our  Con- 
stitution. 

I  also  support  Congressiongil  action  to  msindate  an  end  to  consent 
decrees  after  a  fixed  period  of  time,  say,  2  or  3  years.  We  have  not, 
under  my  administration,  signed  any  consent  decrees,  but  we  in- 
herited consent  decrees  signed  by  a  previous  administration.  The 
temptation  is  all  too  great  to  sign  the  consent  decree  when  you  are 
going  out  of  office  and  leave  the  bills  and  the  problems  to  somebody 
coming  into  office.  So  we  have,  today,  judges  in  the  Federal  judici- 
ary appointed  for  life,  issuing  consent  decrees  that  last  for  life.  We 
need  reform  desperately,  and  we  need  it  now. 

Eighth,  and  finally,  regulatory  reform  to  provide  relief  from  cost- 
ly and  complex  rules  and  regulations  that  burden  job  providers  and 
hurt  families.  Regulatory  inflexibility  has  a  high  cost,  paid  in  lost 
jobs  and  higher  risk,  and  that  is  a  lose-lose  proposition.  I  strongly 
support  measures  currently  being  considered  in  Congress  to  require 
that  regulations  must  meet  strict  cost-benefit  analyses  and  risk  as- 
sessments. I  was  proud  to  be  in  the  Senate  the  day  that  Senator 
Dole  and  Congressman  Macintosh  rolled  out  regulatory  relief 
measures  and  watched  with  interest  as  regulatory  relief  action 
passed  the  House  this  past  week. 

I  think  that  we  ought  to  go  beyond  taking  a  look  at  new  regula- 
tions as  well  as  submit  current  regulations  to  the  test,  based  on 
sound  science  and  common  sense. 

Mr.  Chairman,  the  steps  I  talked  about  this  morning  are  just  for 
starters  and  I  look  forward  to  your  questions.  I  have  actually  sub- 
mitted more  detailed  testimony  for  the  record. 

I  want  to  thank  you,  again,  for  coming  here  today,  and  for  the 
difference  that  you  are  making  with  your  leadership  in  Washing- 
ton. There  is  no  question,  there  is  a  new  spirit  in  our  Nation's  cap- 
ital, a  new  majority  that  is  making  things  happen.  As  the  day  for 
the  critical  Senate  vote  on  the  balanced  budget  amendment  ap- 
proaches, I  deeply  appreciate  the  opportunity  to  help  it  win  ap- 
proval. I  pledge  to  you  that  Michigan  will  properly  ratify  that  bal- 
anced budget  bill  and  do  our  part  to  help  America  get  back  on  the 
right  track. 

Thank  you  very  much. 

Chairman  DOMENICI.  Thank  you  very  much,  Governor. 

[Applause.] 

[The  prepared  statement  of  Governor  Engler  follows:] 
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Governor  Jc^m  Engler 

Testnnony  on  Restructuring  the  StateTederal  Relationship 

UJS.  Senate  Budg^  Committee 

Chairman  Pete  Domenid  (RrNM) 

Saturd^,  Fefaruaxy  25, 1995 

Mr.  Chairman,  I  appreciate  your  willingness  to  come  to  Michigan  and 
listen  to  our  ideas  on  how  to  balance  the  federal  budget,  make  the  federal 
government  more  efficient  and  restructure  the  relationship  between  our  state 
Capitols  and  Washington,  D.C. 

As  you  know,  Midiigan,  like  most  states,  has  a  balanced  budget 
requirement  written  into  our  state  constitution. 

In  addition,  our  constitution  —  in  what  is  known  as  the  Headlee 
Amendment  —  also  prohibits  the  state  from  burdening  local  govemments  with 
unfunded  mandates. 

These  two  measures  go  hand  and  hand. 

That's  why  the  ban  on  unfunded  federal  mandates  that  passed  both  the  U.S. 
House  and  Senate  is  so  critical.  Without  such  a  ban,  efforts  to  balance  the  federal 
budget  will  simply  become  a  tawdry  display  of  buck  passing. 

With  that  as  a  given,  how  do  we  balance  the  nation's  budget? 

Briefly,  let  me  outline  how  we  balanced  Michigan's  budget  and  highlight 
how  our  experience  can  be  used  to  reform  the  system  and  balance  the  federal 
budget. 

First,  a  little  history.  When  I  took  office  in  January  of  1991, 1  confronted  a 
state  deficit  that  was  simply  mind  boggling.  After  we  took  a  good  look  at  the  books, 
we  discovered  that  Michigan  was  drowning  in  red  ink  to  the  tune  of  $1.8  billion 
dollars  of  deficit  si>ending. 

To  appredate  the  magnitude  of  the  deLdt,  it  amounted  to  more  than  20 
percent  of  our  state's  main  checking  account  —  the  General  Fund  -  and  about 
10  percent  of  total  state  spending.  And  that's  about  the  level  of  the  federal  deficit, 
around  10  -  15  percent  of  total  federal  spending. 

In  our  case,  to  make  matters  worse,  Michigan's  economy  was  sinking  into 
recession  and  our  vmemployment  rate  of  about  10  percent  was  the  worst  among 
the  nation's  11  largest  industrial  states. 

We  had  two  alternatives:  Maintain  defidt  spending  and  raise  taxes;  or  cut 
spending  and  hold  the  line  on  taxes.  We  chose  the  latter  and  actually  cut 
spending  AND  cut  taxes. 
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With  aggressive  use  of  the  line  item  veto,  I've  cut  more  than  $1.7  billion 
from  the  state  budget  since  1991.  And  with  the  help  of  the  state  Legislature,  we 
eliminated  programs,  restructured  priorities,  and  trimmed  spending  to  balance 
the  budget. 

In  addition,  with  more  than  one-half  billion  dollars  in  executive  order  cuts, 
we  eliminated  a  huge  structural  deficit.   If  these  cuts  had  not  been  permanent, 
spending  in  1995  would  have  been  25  percent  —  or  $2  billion  -  higher. 

With  decisive  leadership  from  our  department  directors,  we  stopped  a  14 
year  trend  of  departmental  overspending  that  had  reached  a  peak  of  more  than 
$200  million  in  1990. 

In  fact,  in  1992,  state  departments  actually  UNDERSPENT  $134  million  that 
was  returned  to  the  state  treasury. 

The  bottom  line?  Since  1990,  state  general  fund  spending  has  grown  by  less 
than  nine  percent.  In  contrast,  inflation  was  nearly  20  percent,  resulting  in  an  11 
percent  cut  in  real  spending. 

By  the  end  of  the  1995  fiscal  year,  Michigan's  Rainy  Day  Fund  will  reach 
$1.1  billion  -  the  highest  level  in  state  history. 

And  even  though  we  substantially  increased  the  number  of  prison 
employees  and  state  troopers,  by  the  end  of  my  first  term,  the  nimaber  of  state 
government  employees  was  down  by  5,800. 

I  should  also  point  out  that  since  I  took  ofGce,  Michigan  taxpayers  have 
benefited  from  11  tax  cuts  that  are  saving  both  individuals  and  businesses  more 
than  $1  billion  axmuaUy.  And  jtist  this  week,  the  state  Legislature  approved  the 
first  of  another  three  tax  cuts  that  will  save  taxpayers  $1.5  billion  over  the  next  five 
years. 

Our  strategy  of  spending  and  tax  cuts  has  propelled  Michigan  into  the  top 
spot  in  the  nation  when  it  comes  to  creating  manufacturing  jobs  —  more  than 
40,000  in  the  last  year  sdone.  We're  second  in  the  nation  in  personal  income 
growth  and  have  one  of  lowest  unemployment  rates  among  the  major  states. 

Mr.  Chairman,  I  believe  the  federal  government  can  follow  Michigan's 
lead  and  use  a  similar  strategy  to  balance  the  federal  budget.  Here's  how. 

First,  the  President  must  have  use  of  the  line  item  veto.  It  is  critical  to 
efficient  financial  management  cuid  has  certainly  been  a  key  to  our  turnaround  in 
Michigan. 
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Second,  the  President  must  be  required  to  present  a  balanced  budget.  Any 
additional  spending  beyond  the  President's  recommendation  must  be  put  in  a 
separate  and  vetoable  line.  This  is  critical  to  placing  the  responsibility  for 
spending  exactly  where  it  belongs. 

Third,  the  President  must  be  allowed  to  impound  funds  when  necessary  to 
balance  the  budget.  In  addition,  when  revenues  decline,  the  President  shotild  be 
able  to  cut  spending  through  Executive  Orders  that  automatically  become  effective 
unless  an  alternate  plan  is  adopted  by  Congress  within  30  days.  And  when 
revenues  are  rising,  a  portion  of  the  budget  should  be  allocated  to  a  federal  Rainy 
Day  Fund  and  to  debt  retirement. 

Fourth,  entitlement  reform.  The  average  family  pays  40  percent  of  its 
income  in  taxes  —  40  percent.  It's  no  wonder  that  the  patience  of  American 
taxpayers  has  ran  out. 

We  must  get  away  from  the  notion  that  the  pot  of  money  available  is 
bottomless.  That  means  if  the  money  for  a  given  program  nms  out  before  the  end 
of  the  year,  either  the  checks  stop  or  difficiilt  decisions  must  be  made  to  fund  that 
program  from  other,  real  cuts  in  the  budget. 

I  know  critics  say  that's  exactly  what  state  legislators  and  governors  will  do 
-  callously  and  carelessly  let  the  money  run  out,  starve  the  children  and  throw 
old  people  out  of  their  homes. 

Get  real.  The  reaUty  is  that  fiscal  problems  rarely  arise  without  warning, 
and  good  managers  —  prudent  managers  -  set  priorities  and  plan  ahead  for 
change  that  is  beyond  their  control. 

For  example,  in  Michigan,  we  said  that  education  was  our  highest  priority. 
And  despite  our  financial  woes,  we  have  always  protected  education  fiinding  fi-om 
cuts  and  dramatically  increased  spending,  especially  for  at-risk  children. 

Fifth,  stop  federal  micromamagement  of  state  and  local  governments.  This 
action  has  two  major  benefits. 

Without  the  burden  of  federal  meddling,  state  and  local  governments  can  do 
a  better,  more  targeted  and  cost  effective  job  meeting  the  needs  of  local 
constituents.  In  addition,  and  just  as  important,  whole  layers  of  wasteful  federal 
bureaucracy  —  even  entire  departments  —  can  be  eUminated. 

Let  me  give  you  a  few  examples:  In  Michigan,  we  are  part  of  the 
Environmental  Protection  Agency's  Region  V,  which  is  headquartered  in 
Chicago.   Region  V  employs  some  2,000  federal  bureaucrats  to  monitor  work  that 
is  largely  delegated  to  officials  at  state  and  local  levels.  I  beUeve  at  a  minimimi, 
that  workforce  could  be  cut  in  half  without  threatening  our  environment  or  public 
health. 
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Here's  another  example:  Last  year,  we  worked  extensively  with  a  state 
contractor  to  develop  an  Electronic  Benefits  Transfer  program  that  would  allow 
AFDC,  Food  Stamp,  WIC  or  Medicaid  recipients  to  access  their  accounts  using  a 
card  much  like  an  ATM  card. 

EBT  improves  efficiency,  reduces  firaud  and  eliminates  moimtains  of 
paperwork.   That's  why  it  was  specifically  praised  in  Vice  President  Gore's  report 
on  reinventing  government. 

On  September  1,  1994,  we  sent  a  comprehensive  and  detailed  application  to 
HHS.  More  than  three  months  later,  action  on  our  request  was  deferred  -  not 
because  they  questioned  the  poUcy  or  the  implementation  —  but  because  the  federal 
government  didn't  like  our  procurement  process. 

What's  the  end  result?  A  good  policy  that  saves  money  and  serves  people  is 
delayed  indefinitely.  This  micromanagement  has  got  to  stop. 

One  more  example:   Often,  federal  guidelines  for  implementation  of  certain 
programs  reqiiires  that  advisory  committees  be  appointed.  On  the  face  of  it,  that 
might  sound  like  a  good  idea.  However,  the  qualifications  for  the  appointees  are 
sometimes  impossible  to  meet. 

Listen  to  this  horror  story.  We  are  required  by  federal  statute  to  appoint  a 
Committee  on  Juvenile  Justice.   Four  members  of  that  committee  must  be  under 
the  jurisdiction  of  the  juvenile  justice  system. 

In  other  words  -  we  are  forced  to  appoint  four  juvenile  delinquents. 
Needless  to  say,  these  kids  are  hard  to  locate  when  it  comes  to  holding  committee 
meetings. 

Sixth,  eliminate  hundreds  of  federal  programs,  consolidate  the  resources 
in  block  grants  with  caps  or  strict  spending  limits  and  fii^e  the  states  to  do  the  job. 

As  you  know,  Mr.  Chairman,  earUer  this  month,  I  testified  before  this 
committee  regarding  a  welfare  reform  plan  that  consolidated  more  than  300 
federal  programs  into  8  block  grants.  This  strategy  would  free  the  states  to 
encourage  work  and  responsibility,  reduce  caseloads  and  restore  hope. 

I  also  support  block  granting  Medicaid  and  allowing  the  states  the 
flexibility  to  determine  eligibility  and  contain  costs. 

We  estimate  that  these  block  grants  could  save  the  federal  government  as 
much  as  $140  billion  over  the  next  five  years. 

A  similar  strategy  of  block  grants  could  be  used  to  simplify  and  consolidate 
federal  programs  ranging  from  low  income  affordable  housing  to  Superfund. 
Make  no  mistake,  Mr.  Chairman.  The  states  can  do  a  better  job. 
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Seventh,  judicial  reform.   In  case  after  case,  the  federal  judiciary  has  the 
states  tied  up  in  knots.  For  example,  federal  judges  want  to  run  our  prisons  and 
send  our  taxpayers  the  bill.  It's  that  simple. 

A  federal  judge  ordered  xis  to  spend  $30  miUion  for  a  psychiatric  hospital. 
So  we  did.  Now,  that  same  judge  wants  us  to  pay  to  fully  staff  that  hospital  even 
though  it  is  only  half  full. 

The  state  was  also  ordered  to  break  up  our  largest  prison.  The  plaintiffs 
plan  cost  more  than  $200  miUion.  After  a  great  deal  of  legal  wrangling,  we  were 
able  to  cut  the  price  tag  in  half.  But  it  is  still  much  too  high. 

And  if  pa3dng  those  bills  isn't  bad  enough,  the  state  must  foot  the  legal  bills 
for  the  prisoners  in  a  class  action  suit  against  the  state.  One  of  these  so-called 
"pubHc  interest"  attorneys  has  been  paid  over  $1  million  by  state  taxpayers. 

This  outrage  has  got  to  stop.  There  must  be  reform  or  even  repeal  of  federal 
laws  that  govern  treatment  of  prisoners  in  state  fadhties  —  laws  that  have  been 
interpreted  in  ways  that  take  considerable  Uberties  with  our  Constitution. 

I  also  support  Congressional  action  to  mandate  an  end  to  consent  decrees 
after  a  fixed  period  of  time  —  say,  two  years.  What  we  have  today  are  judges  who 
are  appointed  for  life  and  consent  decrees  that  last  for  Ufe.  We  need  reform  - 
now. 

Eighth,  and  finally,  regulatory  reform  to  provide  relief  firom  costly  and 
complex  rules  and  regulations  that  bvu-den  job  providers  and  hurt  families. 

For  an  example  of  this  issue,  consider  the  story  of  a  paper  mi  11  ia 
Manistique,  in  Midiigan's  Upper  Peninsula.   Manistique  Papers  -  the  town's 
largest  private  employer  —  has  proposed  a  $4.5  million  plan  to  reduce  the  health 
risks  firom  PCB  contamination  in  the  Manistique  River  by  94  percent. 

The  EPA  said  no.  They  support  an  $11  miUion  plan  that  reduces  the  risk  by 
only  65  percent.  And  the  cost  of  their  plan  may  actually  be  double  the  $11  miUion 
estimate. 

Regulatory  inflexibUity  has  a  high  cost  —  and  it  is  paid  in  lost  jobs  and 
higher  risk.   That's  a  lose-lose  proposition.   I  support  measures  currently  being 
considered  in  Congress  to  require  that  regulations  must  meet  strict  cost-benefit 
analyses  and  risk  assessments. 

In  addition,  I  beUeve  we  ought  to  go  beyond  just  taking  a  look  at  new 
regulations  and  submit  ctirrent  regulations  to  these  tests  based  on  sound  science 
and  common  sense. 
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Mr.  Chairman,  the  steps  I  have  talked  about  this  morning  are  just  for 
starters.   Indeed,  I  have  submitted  more  detailed  testimony  for  the  record,  and  I 
would  be  happy  to  answer  questions  on  any  other  points  you  may  want  to  raise. 

As  I  conclude,  let  me  express  my  thanks  to  the  committee  for  coming  here 
today  and  for  the  difference  you  are  making  in  Washington,  D.C.  There  is  a  new 
spirit  in  our  nation's  capital,  and  the  new  majority  is  making  things  happen. 
And  as  the  day  for  the  critical  Senate  vote  on  the  Balanced  Budget  Amendment 
soon  approaches,  I  deeply  appreciate  the  opportunity  to  help. 

Thank  you  very  much 

Chairman  DOMENICI.  I  would  ask  that  you  not  applaud  any  wit- 
nesses. That  is  the  way  we  conduct  hearings.  We  don't  have  ap- 
plause, so  if  you  would  follow  that  tradition,  I  would  greatly  appre- 
ciate it. 

Would  you  proceed,  Senator  Abraham?  I  will  follow  after  you. 

Senator  Abraham.  Governor  Engler,  you  have  talked  about  the 
advantages  in  terms  of  the  effectiveness  of  programs  and  the  reduc- 
tion in  the  growth  of  programs  through  the  block  granting  ap- 
proach. I  just  was  wondering,  we  talked  about  it  here  today  in  the 
context  of  programs  like  medicaid,  how  broadly  do  you  think  the 
block  granting  approach  should  be  considered  in  terms  of  the  var- 
ious areas  of  Federal  Government,  where  there  are  currently  either 
joint  Federal-State  relationships  or  where  the  Federal  Government 
is  providing  fiands  back  to  the  States?  In  how  many  various  areas 
do  you  think  we  should  be  exploring  this  approach? 

Governor  Engler.  My  answer  is  that  we  should  explore  it  every 
opportunity  that  we  can  find.  The  Federal  Government  ought  to  be 
in  the  business  of  trying  to  set  the  standards  and  do  the  evaluation 
of  programs  and  strategies  among  the  various  States,  but  not  at- 
tempting to  impose  a  one-size-fits-all,  rigid  design  combination  and 
then  suggest  that  it  is  going  to  work  as  well  in  Michigan  as  it 
might  in  Wyoming  or  as  it  might  in  California  or  in  Georgia.  It  just 
doesn't  make  sense. 

I  think  that  you  will  hear  from  the  chgiirman  of  our  State  Board 
of  Education  who  will  tell  you  that  for  8  percent,  on  the  high  side, 
probably  more  realistic,  5  percent  to  6  percent  of  the  total  edu- 
cation spending  in  America,  we  have  a  Federal  Department  of  Edu- 
cation that  wants  to  write  90  percent  of  the  rules.  I  will  effectively 
suggest  that  that  is  an  area  where,  en  masse,  it  could  be  sent  back 
to  the  States. 

In  fact,  I  am  not  clear  at  eQI  what  the  Federal  role  is  in  edu- 
cation, other  than  to  have  an  overriding  national  interest  that  we 
have  educated  students  who  are  prepared  to  go  into  the  workforce 
and  go  on  to  higher  education.  That  is  the  same  that  every  State 
has,  and  it  is  a  competitive  issue  between  the  States. 

In  the  human  services  industry,  there  is  no  question  there  is  a 
major  poverty  industry  in  America  today.  It  has  been  built  up  over 
a  lot  of  years,  but  I  think  it  is  a  false  compassion  to  suggest  that 
simply  increasing  a  program  or  adding  one  more  program  in  Wash- 
ington— I  think  that  what  is  often  lost  sight  of  is  that  Washington 
adds  programs  and  multiplies  the  complexity  that  States,  then,  are 
compelled  to  follow,  and  that  is  an  enormous  burden. 
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In  Michigan,  because  it  is  larger,  perhaps  it  is  better  able  to  han- 
dle some  of  that  than,  say,  a  New  Mexico,  but  nonetheless,  it  is 
still  complex,  costly.  In  just  the  administration,  we  have  been  look- 
ing at  administrative  costs  connected  with  different  programs.  We 
probably  average,  when  we  take  the  human  services  block  of  pro- 
grams, we  are  looking  at  something  on  the  order  of  half-a-billion 
in  administering  those  programs. 

If  I  could  bring  those  programs  together,  there  is  no  question  but 
that  there  are  savings  for  us,  and  savings  that  would  allow  us  flexi- 
bility to  do  other  things,  maybe  to  get  target  populations  that  we 
currently  can't  reach. 

Senator  Abraham.  As  you  know,  in  our  committee,  we  have 
heard  from  two  or  three  different  perspectives  on  this.  One  perspec- 
tive is  the  viewpoint  that  only  Washington  can  protect  the  safety 
net,  so  to  speak,  that  people  who  are  underprivileged  have  tended 
to  rely  on.  The  block  grant  approach  is  objectionable,  therefore,  to 
some  people  on  that  premise,  that  somehow,  States  won't  step  up 
to  the  plate  and  fulfill  their  role. 

The  other  thing  we  hear  from  the  other  direction,  people  who  are 
antagonistic  towards  any  form  of  welfare  or  social  service  program, 
is  that  if  we  sent  monies  back,  it  would  be  misused,  and,  therefore, 
there  should  be  a  lot  of  rules  in  terms  of  the  duration  that  people 
can  be  allowed  to  stay  on  programs,  in  terms  of  work  requirements, 
and  so  on. 

I  was  wondering  if  you  could  comment.  You  sort  of  addressed  the 
first  part  of  this,  but  would  you  comment  on  the  other  approach, 
the  approach  of  sort  of  micro-management  of  these  programs  in  the 
block  grant  context? 

Governor  Engler.  The  first  one  is  sort  of  the  rogue  State  kind 
of  idea,  the  idea  that  there  is  a  malevolent  legislature,  somewhere 
in  that  regard,  a  governor  equally  malevolent,  and  there  is  a  con- 
spiracy, regardless  of  party,  because,  again,  in  most  legislatures 
across  America,  most  States  have  a  division  between  the  parties, 
but  that  somehow,  all  they  are  waiting  for  is  to  get  this  Federal 
money  into  their  hands  and  then  they  will  immediately  divert 
human  resource  dollars  to  building  a  road  or  something  like  that. 

I  think  it  is  most  ludicrously  captured  by  the  "ketchup  is  a  vege- 
table" debate  that  is  going  on  right  now  with  the  school  lunch  pro- 
grams. I  think  school  lunch  programs  have  worked  very  effectively. 
I  happen  to  think  that  WIG  Programs  have  worked  very  effectively. 
I  also  believe  that  they  can  work  better.  I  think  that  we  can  reduce 
the  administrative  cost  and  I  think  we  can  expand  the  programs 
to  help  meet  the  needs  that  are  there  and  do  that  in  a  more  effec- 
tive fashion. 

I  think  if  you  look  at  food  stamps,  for  example,  as  a  program 
where  costs  have  risen  dramatically  every  year,  yet  we  are  periodi- 
cally, and  especially  at  holiday  time,  we  see  many  people  who  are 
lined  up  at  the  soup  kitchens  or  lined  up  for  feeding,  yet  every  one 
of  those  persons  is  food  stamp  eligible.  So  we  clearly  have  a  deliv- 
ery problem  that  consists  of,  what  aren't  we  getting  done  and  are 
there  not  ways  to  fix  that?  I  think  there  are. 

I  think  there  is  no  reason  for  anybody  in  America  to  be  hungry 
today,  so  what  is  wrong  with  a  delivery  system  that  would  have 
someone  be  at  risk  of  being  hungry?  I  think  we  can  fix  that.  I  don't 
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think  we  can  fix  it  with  the  sort  of  oppressive  regulatory  system 
that  we  have  fi-om  Washington. 

I  also  think  that  there  ought  to  be  incentives.  One  of  the  things 
we  have  worked  very  hard  on  as  we  reform  the  welfare  system  is 
to  say  that  work  has  to  pay.  We  agree  with  that  concept.  We  agree 
that,  first  of  all,  people  have  to  work,  and  then  we  agree  that  work 
has  to  pay.  That  means  when  you  go  to  work — and  we  have  tried 
to  swing  away  barriers  that  said  if  you  went  to  work,  you  got  pun- 
ished for  it.  We  have  eliminated  that.  We  have  done  that  through 
Federal  waivers,  but  it  took  more  than  a  year  to  get  those  waivers. 
We  just  think  that  is  wrong. 

On  the  flip  side  of  it,  we  have  had  bad  housing  and  bad  programs 
for  a  lot  of  years  and  they  have  destroyed  families  and  destroyed 
communities.  Now,  we  have  an  opportunity  so  we  will  fix  them,  so 
we  will  write  a  different  set  of  rules  and  start  falling,  I  think,  into 
the  same  trap,  that  somehow,  Washington  knows  best. 

I  have  said  that  conservative  micro-management  is  just  slightly 
better  than  liberal  micro-management,  and  I  have  been  where  peo- 
ple come  out  philosophically  and  they  probably  will  opt  for  what 
micro-management  they  want,  but  the  fact  is,  the  programs  that 
are  run  by  Father  Cunningham  and  by  our  local  county  officials 
that  you  are  going  to  hear  from,  what  they  need  is  flexibility,  be- 
cause what  Father  Cunningham  needs  in  Detroit  may  be  very  dif- 
ferent than  what  the  Salvation  Army  needs  in  the  Western  end  of 
the  Upper  Peninsula,  and  we  ought  to  be  able  to  meet  and  adapt 
to  whatever  the  situation  is.  There  is  no  question  that  what  we 
need  in  Pontiac  is  going  to  be  different  than  what  we  need  in  Albu- 
querque. 

Senator  Abraham.  Thank  you. 

Chairman  DOMENICI.  Governor,  would  you  share  with  us  your  ex- 
planation of  how  we  will  get  more — and  provide  example  if  you  can 
do  them  specifically — of  how  we  would  get  more  coverage  with  less 
dollars  in  medicaid  if,  in  fact,  we  remove  the  Federal  mandates  and 
strings  that  are  encapsulated  in  reams  of  paper?  I  gather  you  once 
told  us  that  your  welfare  workers  were  spending  two-thirds  of  their 
time  interpreting  rules  and  regulations  and  shuffling  paper  eoid 
one-third  on  the  people  that  need  the  service. 

I  might  say  one  thing  to  all  of  you  here,  about  what  happens 
when  you  try  to  change  government.  When  you  change  from  a  pro- 
gram that  is  costing  $100  million  and  is  tied  up  in  knots  with 
strings  and  is  spending  a  lot  of  money  trying  to  get  the  precision 
that  the  regulators  want — if  we  want  to  reduce  that  to  $90  million 
and  take  off  the  strings,  those  who  want  to  keep  the  status  quo  will 
say  we  are  cutting  $10  million.  At  the  same  time,  they  will  say  you 
are  putting  10  percent  of  whatever  group  is  being  protected  or 
helped  out  on  the  street  or  you  are  eliminating  assistance  to  10 
percent. 

I  think  you  have  some  experiences  that  we  ought  to  begin  to  hear 
about  why  this  isn't  necessarily  true. 

Governor  Engler.  We  do.  Let  me  say  that,  for  purposes  of  dis- 
cussing budget  cutting  in  Michigan,  that  we  believe  that  if  we  are 
spending  $100  this  year  and  if  we  spend  $105  next  year,  that  that 
is  actually  an  increase,  as  opposed  to  Washington,  where  if  they 
say  we  are  spending  $100  this  year  and  we  were  going  to  spend 
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$110  but  we  only  spent  $105,  that  is  a  cut.  So  Michigan  math 
would  have  that  be  an  increase.  We  are  really  debating  how  much 
of  an  increase. 

Chairman  DOMENICI.  You  have  prevailed  on  this  year's  Federal 
budget  from  the  Senate  side.  We  will  start  off  with  an  absolute 
straight  line,  no  increases — actually,  we  decided  that  last  year. 

Governor  Engler.  When  I  offer  my  comments,  I  do  so  recogniz- 
ing that  a  number  of  these  programs  actually  will  increase  in  terms 
of  real  dollars.  I  believe  that  it  is  possible  to  reduce  that  rate  of 
increase  and  still  expand  the  program,  because  I  think  that  if  we 
just  take  the  base  year,  what  we  are  spending  this  year,  if  we  can 
manage  our  money  and  manage  our  programs  more  effectively — let 
me  give  you  one  example. 

It  involves  food  stamps,  actually.  We  wanted  to  move  to  an  elec- 
tronic benefits  system.  We  believe  that  there  is  significant  fraud  in 
the  Food  Stamps  Program.  Food  stamps  in  Michigan  have  a  street 
value  of  about  60  cents  on  the  dollar,  so  you  can  sell  your  coupons 
and  convert  to  cash.  When  people  have  opposed  cashing  out  of  food 
stamps,  in  effect,  we  have  already  cashed  out  food  stamps.  It  is  just 
done  illegally  on  the  streets,  and  we  stop  a  little  bit  of  it,  but  a 
whole  lot  of  it  goes  on. 

We  wanted  to  go  to  an  electronic  system  because  we  thought  that 
would  deliver  a  dollar's  worth  of  food  stamps  benefit.  We  went  all 
the  way  through  the  Federal  Government  process  and  we  were  re- 
jected because  our  procurement  process  for  acquiring  the  tech- 
nology was  unacceptable  to  the  Federal  officials.  It  is  not  that  they 
objected  to  what  we  wanted  to  do,  necessarily,  but  they  didn't  like 
how  we  were  going  to  get  there. 

I  don't  think  it  is  any  business  of  the  Federal  Government  how 
we  do  procurement,  as  long  as  we  are  following  our  State  rules  and 
regulations,  and  in  this  case,  it  is  through  a  competitive  process 
and  one  that  we  think  has  worked  well  for  us.  That  is  an  example 
where,  I  think,  we  could  have  expanded  the  program  and  reduced 
the  cost. 

In  medicaid  specifically,  one  of  the  things  that  we  are  looking  at 
is  the  removal  of  Boren  Amendment  and  OBRA  controls  where  we 
are  literally  locked  into  reimbursement  rates.  Who  locked  us  in? 
The  Boren  Amendment  was  originally  written  to  help  the  States. 
It  was  the  intent  that  this  was  going  to  give  us  some  protection. 
Unfortunately,  we  ended  up  in  the  Federal  courts  and  we  ended  up 
with  judicial  rulings  all  across  America,  requiring  the  State  govern- 
ments to  reimburse  providers  at  rates  that  were  considered  ade- 
quate for  efficient  providers.  So  we  have  the  Federal  judges  fill  in 
what  that  meant. 

In  Michigan,  that  has  meant  that  hospital  and  nursing  home 
rates  are  annually  updated  to  recognize  inflation  cost  increases. 
The  updates  have  increased  the  average  price  of  a  hospital  dis- 
charge $2,742  in  1990,  $3,761  in  fiscal  1994,  and  that  is  a  37  per- 
cent increase  in  4  years.  That  is  during  a  time  of  relatively  low  in- 
flation. 

One  of  the  problems  we  have  in  the  health  care  business,  and  we 
have  gone  through  this  extensively  in  the  health  care  debate,  is  the 
potential  for  cost  shifting.  So  if  there  is  some  place  where  there 
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could  be  pressure  applied,  we  looked  at  that.  That  could  have  saved 
millions  of  dollars. 

Utilization,  again,  we  just  have  got  to  do  a  better  job.  I  think 
that  it  is  one  thing  if  you  are  pajdng  for  your  ov^m  benefit  care.  I 
think  you  are  entitled  to  pretty  much  a  wide  range  of  choices  about 
where  you  are  going  to  receive  that  care. 

If  you  ask  me  to  pay  for  the  care,  then  I  think  that  those  choices 
are  somewhat  limited,  and  we  would  argue  that  we  have  expanded 
the  HMO  coverage.  I  think,  frankly,  some  of  the  improvements  in 
the  way  HMOs  are  functioning  is  going  to  mean  a  great  deal  more 
interest,  depending  on  medicaid  populations.  We  think  that  collabo- 
ration with  HMOs  and  competitive  bidding  and  capitation  on  care 
can  strengthen  prevention  and  reduce  costs. 

We  have  expanded  medicaid  coverage,  and  some  of  these  costs 
are  clearly  our  responsibility,  but  again,  we  ought  to  be  able  to 
make  that  choice.  We  cover  lads  in  families  up  to  the  age  of  17  that 
are  at  or  below  150  percent  of  poverty.  We  did  that  because  we 
didn't  want  people  falling  under  the  AFDC  System  in  order  to  get 
health  care  coverage.  We  want  people  to  escape,  to  be  able  to  stay 
out. 

But,  again,  this  is  there  today  because  WIC,  the  way  it  was  set 
up,  was  run  by  one  department  and  one  agency  of  the  Federal  Gov- 
ernment, and  food  stamps  and  medicaid  and  social  services  are 
over  here  in  another  place.  We  think  you  could  bring  that  together. 
We  have  dramatically  improved  the  way  we  deliver  WIC  services, 
but  we  don't  coordinate  very  well.  There  is  millions  of  dollars  of 
savings  there. 

Chairman  DOMENICI.  I  just  want  to  share  with  the  people  of 
Michigan  the  anomaly  that  we  have  in  terms  of  health  care  costs. 
It  looks  like  health  care  costs  in  the  United  States  for  every  deliv- 
ery system  except  the  two  run  by  the  Federal  Government  are 
down.  If  you  look  around  the  country,  the  private  sector  costs  are 
coming  down  from  9.5,  10,  even  12  percent  3  years  ago.  This  year, 
they  are  estimated  at  5  percent.  In  some  cases,  major  companies 
have  been  able  to  deliver  at  negative  cost,  less  this  year  th£in  the 
year  before. 

The  only  two  systems  that  seem  to  go  on  2md  on  and  on  and  grow 
and  grow  is  medicaid,  which  will  grow  at  between  9.5  and  11  per- 
cent, compounded,  which  means  the  program  vdll  double  in  size  in 
6  years.  The  other  is  medicare  which  is  growing  at  about  11  per- 
cent a  year.  Part  of  the  medicare  growth  is  the  demographics  of 
adding  new  people.  However,  essentially,  when  you  take  that  out, 
the  program  is  still  growing  at  almost  twice  the  rate  of  inflation 
growth  in  the  rest  of  the  health  delivery  systems. 

So  I  would  say  a  living  example  might  be — and  you  might  just 
discuss  this  with  me  a  moment — exploring  the  possibility  of  insur- 
ing under  major  coverage  umbrellas  part  of  the  Medicaid  Program 
in  a  State  as  a  means  of  trying  to  get  costs  under  control.  That  is 
not  practical  under  the  Federal  Medicaid  Progremi. 

Wouldn't  you  think  that  even  that,  as  an  option,  for  some  States 
would  bring  costs  down  and  cover  people  in  the  same  manner  they 
are  being  covered  now,  or  better? 

Governor  Engler.  We  would  look  at  that,  absolutely.  There  are 
some  fascinating  things  being  done  around  the  country  with  medi- 
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cal  saver  IRA  strategies.  We  have  taken  a  look,  I  took  one  county 
and  asked  my  staff  to  total  up  what  the  total  expenditure  was  on 
the  AFDC  caseload  and  we  took  the  cost  of  cash  benefits,  the  med- 
icaid costs,  our  staffing  costs,  our  fixed  costs,  our  building  and 
those  costs,  and  this  is  rough,  it  isn't  complete,  but  the  number 
worked  out  to  be  in  the  $15,000  range. 

We  also,  then,  totaled  up  the  number  of  churches  and  private 
charities  in  that  county  and  we  said,  what  if  we  arranged  a  collabo- 
ration between  those  who  might  do  charitable  work  for  these  fami- 
lies. Could  we  run  this  for  less  than  $15,000  per  family?  Anybody 
who  has  looked  at  it  said,  well,  yes,  there  are  a  lot  of  things  we 
could  do  that  would  be  different. 

I  think  there  are  all  kinds  of  strategies.  The  most  creative  strate- 
gies involved  partnerships  with  the  private,  with  non-public  sec- 
tors. I  think  that  we  just  can't  do  that  today  and  trying  to  get  that 
through  on  wavier  process  is  impossible.  So  I  think  the  sky  is  the 
limit.  The  Federal  Government  has  imposed  something  that  we 
don't  talk  about  very  much,  but  nobody  has  figured  out  how  to  im- 
plement it.  HHS  has  not  been  forthcoming  in  terms  of  their  guid- 
ance to  the  States,  the  whole  State  recovery  issue.  That  is  Federal 
law  now.  States  are  supposed  to  be  doing  something,  and  the 
States  are  recovering,  because  if  we  open  up  the  yellow  pages  of 
any  phone  book  here,  we  will  find  advertisements  dealing  with  how 
I  become  eligible  for  one  of  these  Federal  programs  that  we  are 
talking  about.  We  have  a  disproportionate  share  of  the  population 
participating  in  programs  only  later  in  life.  There  is  clearly  a 
change.  Something  happened  on  eligibility,  and  I  think  we  all 
know,  perhaps,  what  it  might  be.  The  Federal  Government  has 
given  us  the  directive  that  we  are  to  do  something  but  they  have 
not  told  us  how.  Solving  that  problem,  that  piece  of  the  long-term 
care  which  is  a  sub-piece  of  the  whole  medicaid  debate  which  is 
really  lapping  up  costs  is  something  we  need  to  get  at. 

I  suspect,  looking  at  answers,  it  will  be  faster  if  we  have  50 
States  working  on  it  with  50  different  approaches  than  we  will  if 
we  have  the  plan-of-the-year  coming  out  of  Washington. 

Chairman  DOMENICI.  LFnless  you  have  some  additional  questions, 
Governor,  I  just  wanted  to  make  one  announcement  and  then  show 
you  all  something  you  got  in  your  paper  this  morning  and  remind 
you  of  something. 

To  the  audience,  we  have  cards  around  that  are  going  to  be  made 
available  for  you  to  write  questions.  Please  put  your  name  and  ad- 
dress on  that  card  if  you  seek  to  write  a  question.  We  are  going 
to  collect  these  questions  and  try  to  answer  some  or  all  of  them  be- 
fore we  leave  here.  But  if  we  don't,  if  you  will  put  your  question 
on  that  card,  we  will  get  you  an  answer.  If  you  will  give  us  your 
address  and  phone  number,  we  will  see  that  our  committee  staff 
gets  back  to  you  with  some  answers. 

I  wanted  to  use  something  here  that  is  interesting.  Governor. 
Here  in  your  morning  paper,  you  have  $43  million  [in  a  story  about 
the  lottery]. 

Governor  Engler.  You  should  get  your  ticket.  [Laughter.] 

Chairman  DOMENlci.  This  paper  wouldn't  have  room  for  what 
the  deficit  increase  is  each  day.  This  is  $43  million.  The  deficit  in- 
creases every  day  by  $482  million.  So  it  is  12  times  that  amount. 
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Every  day  that  you  wake  up,  that  amount  is  added  to  the  deficit 
and,  ultimately,  to  the  debt. 

I  think  I  would  just  make  the  point  that  we  are  going  to  try  to 
put  a  budget  together  that  will  bring  that  down  precipitously.  We 
are  really  trying  to  do  this  because  we  are  worried  about  the  next 
generation  and  the  generation  after  that  and  what  they  will  owe 
because  we  refiise  to  live  within  our  means. 

We  think  we  have  a  great  cause,  and  that  is  the  children  of  the 
ftiture,  as  we  seek  to  fix  this  deficit  spending.  I  think  it  is  explain- 
able in  all  kinds  of  ways,  but  I  will  just  tell  you  what  will  happen 
if  we  accept  the  President's  budget  as  is.  This  budget  did  not  attack 
any  single  entitlement  or  difficult  program.  If  we  were  to  do  that 
and  nothing  else,  we  will  have  increased  the  debt  for  every  single 
American,  man,  woman,  and  child,  from  $18,000  to  $26,000,  which 
is  a  pretty  healthy  amount.  By  the  fifth  year  of  that  budget,  the 
debt  per  person  will  have  gone  up  that  much,  from  $18,000  to 
$26,000,  which  means  it  is  on  a  path  like  this. 

So  we  are  going  to  make  some  tough  choices,  and  I  thought  I 
would  just  put  in  perspective  why  and  how  tough  it  probably  will 
be. 

Thank  you  very  much.  Governor. 

Governor  Engler.  Mr.  Chairman,  thank  you  very  much.  Let  me 
just  say  that  it  has  been  a  joy  to  have  you  here.  I  am  sure  the  rest 
of  the  day  will  go  very  well  for  you. 

As  a  closing  comment,  I  heard  the  Speaker  the  other  night  and 
said,  you  now,  it  used  to  be  in  this  country — I  have  an  agriculture 
background — it  used  to  be  you  paid  off  the  mortgage  and  left  the 
farm  to  the  kids.  What  is  going  on  right  now  is  you  are  selling  the 
farm  and  leaving  the  mortgage  for  your  kids.  We  do  need  to  reverse 
that. 

I  commend  you  for  the  work  you  are  doing.  Senator  Abraham, 
thank  you,  as  well. 

Senator  Abraham.  Thank  you. 

Chairman  DOMENICI.  Thank  you,  Governor. 

Our  next  panel,  now,  if  they  will  start  moving  up  here.  We  have 
Mr.  Doug  Rothwell,  State  government.  Also  from  the  State  govern- 
ment, Mr.  Clark  Duraint  and  Ms.  Stephguiie  Comai-Page.  We  wel- 
come you. 

Doug,  we  will  start  Avith  you.  If  you  don't  mind,  would  you,  just 
for  the  record,  tell  us  who  you  are  and  what  you  do.  And  each  one 
do  that  before  you  make  your  statements.  Thank  you,  Doug. 

STATEMENT  OF  DOUG  ROTHWELL,  CHIEF  EXECUTIVE 
OFFICER,  MICHIGAN  JOBS  COMMISSION 

Mr.  Rothwell.  Thank  you,  Mr.  Chairman  and  Senator  Abra- 
ham. 

I  am  Doug  Rothwell.  I  am  the  Chief  Executive  Director  of  the 
Michig£ui  Jobs  Commission,  which  is  the  State's  lead  economic  and 
workforce  development  agency.  We  are  the  only  department  in 
State  government  in  the  country  that  has  been  able  to  link  the  sup- 
ply and  demand  sides  of  the  jobs  equation  together  in  one  place. 
In  a  phrase,  our  job  is  jobs.  We  exist  to  help  businesses  grow  and 
expand  in  Michigan.  We  are  also  there  to  help  workers  get  the 
skills  they  need  to  be  prepared  for  those  jobs. 
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Since  we  were  created  2  years  ago  by  Governor  Engler,  we  have 
launched  the  most  aggressive  business  retention  strategy  in  the 
country  and  have  consoHdated  now  over  $400  milHon  of  Federal  job 
training  funds,  35  different  programs  from  eight  different  State 
agencies. 

I  can  tell  you  this  consolidation  was  no  easy  task.  One  only  needs 
to  look  at  the  maze  of  inefficient  bureaucracy  that  constitutes  the 
Federal  job  training  system.  It  is  enough  to  convince  anyone  that 
the  system  is  a  mess.  As  a  matter  of  fact,  the  chart  that  you  have 
attached  to  my  testimony^  is  actually  only  a  partial  listing  of  the 
many  Federal  programs  that  we  have  tried  to  consolidate  in  Michi- 
gan. 

The  current  Federal  System  is  not  just  a  mess.  It  is  all  wrong. 
Under  this  mess,  the  very  last  people,  unfortunately,  taken  into 
consideration  are  the  job  providers  and  the  job  seekers.  We  think 
they  ought  to  really  be  front  and  center. 

At  the  time,  we  could  do  little  to  change  Washington,  so  we  set 
out  to  change  ourselves.  In  essence,  we  turned  the  chart  upside 
down  so  that  our  customers,  Michigan's  job  seekers  and  providers, 
were  where  they  belonged,  at  the  top.  We  then  created  a  single  fun- 
nel, the  Jobs  Commission,  to  capture  all  the  Federal  job  training 
funds  coming  into  the  State  in  one  place,  and,  to  a  point,  it  has 
worked. 

We  have  trainers  working  with  job  providers  so  that  workers  re- 
ceive training  for  real  jobs.  We  have  instituted  uniform  definitions 
of  placement  and  we  have  worked  more  effectively  to  track  who  ac- 
tually gets  a  job  and  what  kind  of  job  that  is.  We  have  also  started 
our  own  job  training  program,  aimed  at  helping  those  workers  the 
Federal  Government  has  ignored  completely,  those  who  already 
have  jobs  but  are  in  danger  of  losing  them  if  their  skills  are  not 
upgraded. 

These  measures,  however,  are  not  enough.  The  mess  from  Wash- 
ington, unfortunately,  is  still  there.  Too  much  time  and  money  is 
spent  trying  to  untangle  the  strings  attached  to  each  of  these  pro- 
grams. * 

I  will  give  you  one  example.  In  Michigan,  we  have  put  together 
two  of  the  major  job  training  programs,  the  Job  Training  Partner- 
ship Act  and  the  Federal  JOBS  Program  for  welfare  recipients  into 
one  service  delivery  system  at  the  local  level.  No  other  State  in  the 
country  has  been  able  to  do  this  yet. 

Unfortunately,  however,  there  is  only  so  far  that  we  can  go  in 
making  this  a  success,  because  while  the  Federal  Government  calls 
for  coordination,  when  you  read  the  fine  print,  the  barriers  that  are 
there  really  make  it  almost  impossible.  For  example,  each  program 
has  different  reporting  requirements,  different  placement  outcomes 
and  restrictions  on  how  you  can  deploy  the  workers  that  are  being 
paid  for  with  Federal  funds. 

What  the  Job  Commission  has  learned  from  this,  I  think,  is  that 
focusing  on  the  customer  works  for  government,  just  as  it  does  for 
business.  People  really  want  results.  They  don't  care  what  the  pro- 
gram is  called.  They  just  want  the  problem  solved. 

'Seep.  101. 
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I  think  what  Washington  can  do  to  help  alleviate  the  job  training 
maze  imposed  on  the  States  mirrors  what  Governor  Engler  has  just 
talked  about,  and  that  is  to  be  able  to  use  block  grants.  Give  us 
some  more  flexibility.  Take  away  some  of  the  prescriptive  regula- 
tions and  rules  that  go  along  with  those  programs  and,  at  the  same 
time,  guarantee  equitable  access  for  the  people  that  need  to  get 
those  services. 

At  the  Jobs  Commission,  our  goal  is  basically  to  provide  this 
service  for  our  customers.  We  measure  ourselves  constantly.  We 
survey  our  customers.  We  track  what  happens.  I  am  convinced  if 
Washington  would  do  the  same,  were  to  be  put  in  that  role,  they 
simply  would  be  able  to  do  a  much  better  job  for  the  customer, 
which  is  the  American  taxpayer. 

Thank  you  very  much. 

Chairman  DOMENICI.  Thank  you  very  much,  Mr.  Rothwell. 

[The  prepared  statement  of  Mr.  Rothwell  follows:] 
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Good  morning  Mr.  Chairman  and  members  of  the  committee.   I  am  Doug  Rothwell,  CEO  of 
the  Michigan  Jobs  Commission,  Michigan's  lead  economic  and  workforce  development 
agency.  We  are  the  only  department  of  state  government  in  the  country  that  links  the  supply 
and  demands  sides  of  the  jobs  equation  together.   In  a  phrase,  our  job  is  jobs.   We  exist  to 
help  businesses  grow  and  expand  in  Michigan  and  to  help  workers  get  the  skills  they  need  to 
be  prepared  for  these  job  opportunities. 

Since  we  were  created  two  years  ago  by  Governor  John  Engler,  we  have  launched  the  most 
aggressive  business  retention  strategy  in  the  country  and  have  consolidated  more  than  $400 
million  in  federal  job  training  funds  —  35  different  programs  from  eight  different  state 
agencies. 

This  consolidation  was  no  easy  task.   One  look  at  the  "maze"  of  inefficient  bureaucracy  that 
constitutes  the  current  federal  job  training  system  is  enough  to  convince  anyone  that  the 
system  is  a  mess.  [See  attached  chart.] 

It's  not  just  a  mess.  It's  all  wrong.  Under  this  mess,  the  very  last  people  taken  into 
consideration  are  the  real  customers  —  the  job  providers  and  the  job  seekers. 

At  the  time,   we  could  do  little  to  change  Washington.   So,  we  set  out  instead  to  change 
ourselves.    In  essence,  we  turned  the  chart  upside  down  so  that  our  customers  —  Michigan's 
job  seekers  and  providers  were  where  they  belonged—  at  the  top.   We  then  created  a  single 
funnel,  the  Michigan  Jobs  Commission,  to  capture  all  federal  job  training  funds  coming  into 
the  state  in  one  place.  And,  to  a  point  it  has  worked.   At  the  state  level,  we  are  clearly  more 
focused  on  and  responsive  to  our  customers.    We  have  trainers  working  with  job  providers 
so  that  workers  receive  training  for  real  jobs.   We've  instituted  uniform  definitions  of 
placement  so  that  we  can  more  effectively  track  who  actually  gets  a  job,  what  kind  of  job 
they  get  and  how  long  they  keep  it.  We  also  started  our  own  job  training  program  aimed  at 
helping  those  workers  the  federal  government  has  ignored  completely  —  those  who  already 
have  jobs  but  who  are  in  danger  of  losing  them  if  their  skills  are  not  upgraded. 

These  measures,  however,  are  not  enough.  The  mess  from  Washington  is  still  there.  Too 
much  time  and  money  is  spent  trying  to  untangle  the  strings  attached  to  each  of  these  federal 
programs.    For  example,  in  Michigan  we  have  put  together  the  JTPA  and  JOBS  programs 
under  one  local  delivery  system.    No  one  else  has  done  this.   However,  we  can  go  no  further 
since  the  reporting  requirements  for  these  programs  are  completely  different.   The  federal 
government  calls  for  consolidation  but  when  you  read  the  fine  print,  there  are  barriers  that 
make  true  consolidation  impossible. 
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What  have  we  learned?  Focusing  on  the  customer  works  for  government  as  well  as  for 
business.  People  really  don't  care  what  program  helps  them,  they  just  want  results  —  they 
want  a  problem  solved.   The  best  way  to  solve  a  problem  or  serve  the  customer  is  to  give 
those  closest  to  them  the  tools  they  need  to  accomplish  the  task.  Then,  you  have  to  get  out  of 
the  way. 

We  pride  ourselves  in  practicing  what  we  preach.   We  are  a  service  organization  not  a 
bureaucracy. 

What  can  Washington  do  to  help  alleviate  the  job  training  maze  imposed  on  the  states? 

•  Give  us  one  block  grant 

•  Give  us  more  flexibility 

•  Guarantee  equitable  access  for  all  groups  that  need  services 

At  the  Jobs  Commission  we  are  convinced  that  service  is  the  key.   We  measure  ourselves 
constantly.  We  survey  our  customers  and  we  track  what  services  we  have  provided  and  how 
well  they  were  delivered. 

I  am  convinced  if  Washington  were  to  do  the  same.   The  shears  would  come  out.   Strings 
would  be  cut.    And,  the  customer  —  the  American  taxpayer  -  would  be  put  where  they  have 
belonged  all  along  —  on  top. 

Thank  you. 
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Chairman  DOMENICI.  We  wdll  save  our  questions  until  we  have 
gotten  through  the  three  of  you  and  then  we  will  ask  them. 
Mr.  Durant? 

STATEMENT  OF  CLARK  DURANT,  CHAIRMAN,  CORNERSTONE 
SCHOOLS,  DETROIT,  AND  PRESIDENT,  MICHIGAN  BOARD  OF 
EDUCATION 

Mr.  Durant.  Mr.  Chairman,  my  name  is  Clark  Durant.  I  am  cur- 
rently the  President  of  the  Michigan  State  Board  of  Education,  a 
lawyer  in  private  practice,  and  a  Little  League  baseball  coach,  and 
tomorrow  we  have  the  first  day  of  our  tryouts  and  we  will  not  be 
using  replacement  players.  We  will  be  using  the  real  thing. 

Last  night  at  9:30 

Chairman  Domenici.  Do  you  get  out  on  the  field  tomorrow,  or 
just  indoors? 

Mr.  Durant.  Indoors,  in  a  large  gymnasium. 

Chairman  DOMENICI.  It  is  a  little  cold  for  baseball,  isn't  it? 

Mr.  Durant.  It  is  never  too  cold  for  baseball.  Senator.  [Laugh- 
ter.] 

Chairman  DOMENICI.  You  don't  know,  but  I  have  played  lots  of 
baseball.  I  even  signed  professionally  once. 

Mr.  Durant.  Why  don't  you  come  tomorrow  and  help  me  pick  out 
players?  [Laughter.] 

I  know  Senator  Abraham  would  like  to  do  that. 

Chairman  DOMENICI.  I  have  a  wife  who  wants  me  home,  also. 

Mr.  Durant.  Last  night  at  9:30,  I  returned  from  my  office  after 
a  very  busy  day.  I  still  had  not  written  my  testimony  for  this  morn- 
ing. Upon  what  should  I  focus?  I  had  been  asked  to  talk  about  two 
different  things.  First,  there  were  lessons  learned  when  I  served  at 
the  recommendation  of  Elizabeth  Dole  for  6  years  as  trustee  of  the 
bankrupt  Ann  Arbor  Railroad.  At  the  outset,  it  was  a  State-owned, 
State-subsidized  railroad.  Its  track  was  in  disrepair  and  13  law- 
suits burdened  its  future.  Labor  and  management  were  at  each 
other's  throats.  One  hundred  million  dollars  in  claims  and  debts 
would  be  filed  against  the  property.  In  the  end,  I  was  blessed  to 
have  a  wonderful  team  of  men  and  women  who  nursed  the  railroad 
back  to  health  and  into  the  private  sector,  where  the  Ann  Arbor  is 
now  a  very  successful  taxpayer,  and  not  a  tax  user. 

Yes,  you  should  sell  off  Amtrack  and  other  government  activities 
as  well.  Let  the  market  work  to  create  jobs  and  opportunities.  En- 
trepreneurs look  for  opportunities  and  constantly  seek  the  best  use 
of  any  resource.  Grovemment  cannot  be  entrepreneurial.  It  can  only 
spend  and  collect  money.  It  is  a  tax  user  and  not  a  taxpayer.  Free 
the  railroads;  liberate  people. 

The  second  suggestion  was  to  talk  about  the  lessons  learned  dur- 
ing my  tenure  as  Chairman  of  the  Board  of  the  Cornerstone 
Schools,  three  inner-city  centers  of  hope  for  children.  Those  centers 
of  hope  sprang  from  a  seed  planted  by  our  new  Cardinal  in  Detroit, 
and  over  the  last  4  years,  they  have  provided  a  quality  elementary 
education  to  over  400  children,  while  bringing  together  men  and 
women  from  the  city  and  suburbs  who  give  of  their  time,  their  t£d- 
ent,  and  their  treasure  to  touch  the  lives  of  these  children  in  a  very 
special  friendship.  These  relationships  are  rooted  in  an  uncondi- 
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tional  love  that  is  quietly  transforming  both  the  child  and  the 
adult. 

Taxes  and  so  many  of  the  intrusions  of  government  only  make 
it  more  difficult  for  such  enterprises  to  exist.  Let  us  keep  more  of 
the  fruits  of  our  labor.  Cut  our  taxes.  Unshackle  companies  and  in- 
dividuals who  want  to  focus  their  energies  and  resources  on  enliv- 
ening our  communities  and  educating  our  children.  Let  us,  not  the 
government,  plant  the  seeds  for  stronger  communities  and  stronger 
families. 

But  in  and  of  themselves,  these  experiences,  while  they  teach 
real  and  meaningful  lessons,  will  not  make  a  difference  with  you 
or  other  Members  of  Congress  if  you  have  lost  your  vision  for  what 
is  possible  when  men  and  women  are  entrusted  with  the  challenge 
of  self-government  and  freedom.  You  can  lose  this  vision  either  by 
not  seeing  it  or  by  focusing  on  the  wrong  point. 

Many  in  the  United  States  Senate  and  the  United  States  House 
speak  of  balancing  the  budget  as  if  all  things  fall  in  line  behind 
that  credo.  I  respectfully  disagree.  It  is  the  wrong  primary  vision. 
Furthermore,  if  balancing  the  budget  is  the  overriding  goal,  I  pre- 
dict the  American  people  will  reject  the  Republican  alternative  in 
the  next  election. 

I  urge  you  to  be  bolder  than  that.  The  goal  is  freedom  and  friend- 
ship. Let  Thomas  Jefferson  be  our  teacher.  Remember  what  hap- 
pened in  that  revolution  of  1800?  The  Federalists  lost  their  major- 
ity in  both  the  House  and  the  Senate,  a  Senate  thought  to  be  insu- 
lated from  the  winds  of  popular  opinion.  Does  that  sound  familiar? 
More  than  Jefferson's  political  victory,  though,  it  was  his  moral  vi- 
sion and  practical  sense  that  set  the  other  party  on  the  road  to  ex- 
tinction while  he  opened  opportunities  for  all  people. 

What  was  that  vision?  He  shares  it  with  us  in  his  first  inaugural 
address,  delivered  simply  and  quietly  in  the  Senate  chambers  of 
the  then-unfinished  Capitol  building,  a  few  hundred  yards  from 
Conrad's  boardinghouse,  where  he  had  spent  the  night  before.  It  is 
the  essence  of  a  free  society. 

We  must,  he  said, 

entertain  a  due  sense  of  our  equal  right  to  the  use  of  our  own  faculties,  to  the  acqui- 
sitions of  our  own  industry,  to  honor  and  confidence  from  our  fellow  citizens,  result- 
ing not  from  birth  but  from  our  actions  and  their  sense  of  them;  enlightened  by  a 
benign  religion,  professed,  indeed;  and  practiced  in  various  forms,  yet  all  of  them 
inculcating  honesty,  truth,  temperance,  gratitude,  and  the  love  of  man  and  the  love 
of  each  other;  acknowledging  and  adoring  an  overruling  providence,  which  by  all  its 
dispensations  proves  that  it  delights  in  the  happiness  of  man  here  and  his  greater 
happiness  hereafter. 

With  all  these  blessings,  what  more  is  necessary  to  make  us  a  happy  and  pros- 
perous people? 

asked  Jefferson.  He  says, 

Still  one  thing  more,  fellow  citizens,  a  wise  and  frugal  government,  which  shall  re- 
strain men  from  injuring  one  another,  shall  leave  them  otherwise  free  to  regulate 
their  own  pursuits  of  industry  and  improvement,  and  shall  not  take  from  the  mouth 
of  labor  the  bread  it  has  earned.  This  is  the  sum  of  good  government  and  this  is 
necessary  to  close  the  circle  of  our  felicities. 

Jefferson's  words  should  be  in  our  hearts  today.  They  nurture 
both  freedom  and  friendships.  You  must,  like  Jefferson,  repair  to 
Washington  with  a  servant's  heart,  for  we  have  neither  a  wise  nor 
a  frugal  government.  During  the  course  of  your  days  and  delibera- 
tions, I  would  encourage  you  to  ask  whether  or  not  you  are  leaving 
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us  free  to  regulate  our  own  pursuits  of  industry  and  improvement, 
and  whether  or  not  you  have  taken  not  only  the  bread  of  our  labor 
but  our  seed  corn  as  well. 

Thank  you. 

Chairman  DOMENICI.  Thank  you  very  much. 

Ms.  Comai-Page? 

STATEMENT  OF  STEPHANIE  COMAI-PAGE,  SOCIAL  WELFARE 
POLICY  ADVISOR  AND  FEDERAL  LIAISON,  MICfflGAN  DE- 
PARTMENT OF  SOCIAL  SERVICES 

Ms.  Comai-Page.  Good  morning,  Mr.  Chairman,  Senator  Abra- 
ham. 

My  name  is  Stephanie  Comai-Page.  I  work  for  the  Michigan  De- 
partment of  Social  Services.  I  appreciate  the  opportunity  to  be  here 
this  morning. 

The  Department  of  Social  Services,  DSS,  is  responsible  for  ad- 
ministering a  wide  range  of  health  and  welfare  programs,  including 
Aid  to  Families  with  Dependent  Children,  food  stamps,  medicaid, 
child  welfare  services,  and  child  support  enforcement,  to  name  a 
few.  Fiscal  year  1994  expenditures  for  DSS  amounted  to  over  $7 
billion,  with  approximately  53  percent  of  those  expenditures  pro- 
vided through  Federal  funds. 

The  complexity  of  the  programs  that  the  State  administers 
through  DSS  and  under  Federal  oversight  is  truly  incredible.  Every 
day,  front-line  workers  struggle  to  interpret  the  dizzjdng  array  of 
complex  and  arcane  rules  generated  by  the  Federal  Government 
and  to  ensure  that  Michigan  citizens  receive  the  help  they  need. 
And  every  day,  administrators  in  our  central  office  confront  the 
task  of  decoding  Federal  prescriptions  and  putting  these  prescrip- 
tions into  State  policy  that  makes  sense  both  to  our  clients  and  to 
workers. 

Our  efforts  to  ease  the  process  of  delivering  services  to  children 
and  families  and  to  ensuring  that  the  services  we  deliver  reinforce 
the  values  we  all  believe  in,  family,  work,  personal  responsibility, 
by  seeking  Federal  waivers  has  been  quite  successful.  But,  there  is 
still  much  work  that  needs  to  be  done  in  reforming  the  way  serv- 
ices are  administered  and  delivered  to  Michigan's  children  and 
families. 

While  Michigan  has  successfully  implemented  major  welfare  re- 
form efforts  in  the  last  2^2  years,  I  will  explain  later  in  my  testi- 
mony the  downside  of  the  wavier  process. 

We  have  had  two  major  welfare  reform  waiver  packages  ap- 
proved by  the  Federal  Government  since  1992.  The  results  of  these 
efforts,  under  our  To  Strengthen  Michigan  Families  Program,  are 
quite  impressive.  By  offering  increased  incentives  for  working,  over 
26  percent  of  Michigan's  AFDC  families  are  working  and  are  earn- 
ing income,  far  greater,  almost  three  times  greater,  than  the  Na- 
tional average. 

Michigan  requires  cdl  adults  who  receive  assistance  for  more 
than  90  days  to  participate  in  a  social  contract.  The  social  contract 
can  be  fulfilled  by  working  for  20  hours  a  week  or  participating  in 
job  training  or  performing  community  service.  The  social  contract, 
the  new  incentives  to  work,  and  other  welfare  reform  efforts  we  in- 
stituted to  improve  the  ability  of  families  to  provide  for  their  chil- 
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dren  have  resulted  in  over  $100  million  in  savings  over  the  last  2 
years. 

The  waiver  process,  however,  is  not  the  way  to  reform  welfare  in 
this  Nation.  It  is  a  laborious,  time-consuming  process.  The  pile  next 
to  me  represents  the  letters,  documentation,  background  material, 
and  so  forth  that  we  need  to  provide  to  the  Federal  Government 
to  approve  one  welfare  reform  package. 

Some  of  our  most  innovative  ideas,  in  fact,  to  reward  work  have 
been  rejected  by  the  Federal  Government.  On  others,  we  are  still 
negotiating  and  waiting  for  an  answer  from  the  Federal  depart- 
ment. 

For  example,  we  have  proposed  that  the  State  of  Michigan  ad- 
vance the  Earned  Income  Tax  Credit,  which  is  a  tax  credit  to  work- 
ing low-income  families,  we  would  advance  that  credit  to  working 
families  who  are  receiving  welfare  on  a  monthly  basis.  This  would 
be  a  tremendous,  immediate  incentive  for  welfare  recipients  to  get 
a  job  and  to  keep  a  job.  That  proposal,  however,  was  rejected  by 
the  U.S.  Departments  of  Treasury  and  Health  and  Human  Serv- 
ices. 

Chairman  DOMENICI.  Was  it  rejected  because  they  claimed  they 
didn't  have  authority? 

Ms.  Comai-Page.  That  is  correct. 

Chairman  DOMENICI.  They  said  they  did  not  have  authority? 

Ms.  Comai-Page.  That  is  correct. 

Chairman  DOMENICI.  I  would  assume  so.  That  is  one  to  note.  We 
ought  to  change  that. 

Ms.  Comai-Page.  I  think  we  should. 

Another  example  is  our  idea  to  cash-out  food  stamps  for  our  cli- 
ents who  are  working.  Again,  we  think  this  is  an  excellent  way  to 
reward  clients  who  are  making  progress  toward  self-sufficiency  by 
working  and  to  eliminate  a  stigma  to  those  who  are  making  an  ef- 
fort and  who  are  working.  We  presented  this  wavier  request  to  the 
U.S.  Department  of  Agriculture  in  March  1994,  and  we  are  still 
waiting  for  an  answer. 

So,  waivers,  while  they  can  help  improve  the  system,  they  can 
only  help  it  in  a  slow,  incremental  way.  Many  of  the  creative  ideas, 
the  State  has  never  seen  the  light  of  day. 

I  want  to  also  provide  another  example  of  the  kind  of  Federal 
oversight  that  does  not  focus  on  goals  and  outcomes,  but,  rather, 
focuses  on  process  and  procedures.  This  is  a  recent  series  of  letters 
from  the  U.S.  Department  of  Agriculture  to  Michigan  regarding  our 
administration  of  the  Food  Stamp  Program,  if  I  could  just  quote 
from  a  letter. 

These  forms  state  that  the  cHent  has  90  days  from  the  date  of  the  letter  to  request 
a  fair  hearing.  However,  the  forms  should  clarify  that  a  fair  hearing  for  food  stamp 
benefits  may  be  requested  at  any  time.  The  90-day  limit  is  not  in  compliance  with 
the  notice  of  adverse  action  provision. 

and  then  they  cite  the  Code  of  Federal  Regulations  citation. 

From  the  same  letter,  USDA  commented  on  Michigan's  food 
stamp  application  policy  materials. 

The  second  method  for  updating  the  food  stamp  application  does  not  state  that  the 
client's  signature  is  required.  You  should  revise  this  section  to  require  a  signature. 

These  kinds  of  technical,  process  issues  are  constantly  raised  by 
Federal  agencies.  I  think  State  of  Michigan  employees  can  be  more 
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productive  focusing  on  ways  to  increase  the  self-sufficiency  of  fami- 
nutiae  ^^^'^^^''''^  '''^*^^^  °^  ^^  drafting  replies  to  this  kind  of  mi- 

TT^^i  i^J?  ^f^""?  *;?^'  ^^4^^^  employees  could  also  use  their  time 
more  effectively  than  reviewing  and  commenting  on  forms  that  we 
''%«V.^\^'M"  V  Michigan  for  people  to  appfy  for  fo?d  s^am^s 
States  like  Michigan  have  demonstrated  their  creativity  and  ca- 
pacity for  innovation  m  reforming  welfare,  but  the  current  waiver 
system  and  the  current  Federal  oversight  system  provides  only  I 
small  window  of  opportunity  for  States  to  radically  reform  thei? 
welfare  system.  I  encourage  you  to  provide  States  with  complete 
flexibility  to  manage  and  reform  the  delivery  of  services  toXw-!n 
come  families  Let  us  agree  on  the  goals  that  we  a?e  trW  ?o 
ln.^7^~"'°''^/T'^'^f  working,  fewer  families  receiving  assistlnce 
long-term-and  then  let  States  go  to  work  to  design  the  best  svs^ 
tern  ^possible  that  meets  the  unique  needs  of  the  dJizens  in  thefr 

Thank  you  again  for  the  opportunity  to  be  here  this  morning  I 
look  forward  to  your  questions.  i^i^g.  i 

Chairman  Domenici.  Thank  you. 

Senator  Abraham? 

Senator  Abraham.  Thank  you. 

The  audience  is  unable  to  see  the  chart  that  Doug  Rothwell  has 
fo  s^e  it   ""'•       '^'''  ^  '^"^  ^^'^  ^^'^'  ^  '^"^  P^«Pl^  might  want 

Chairman  Domenici.  That  is  great 

fnnnfnt*'''.^'^''^-  ^1^^  J^?t  an  example  of  complexities  of  the 
ftinding  streams  for  job  training.  A  few  weeks  ago  Father 
Cunmngham  appeared  at  our  Labor  and  Human  Resources  Com- 

S"  tr^n'^^^n'"'^'  ^""r^T  ^""^  '"^  that  committee  examining  the  notion 
of  trying  to  consolidate  some  of  these  job  training  programs  and 

nrpT.^^  ^T'  ^'°^.  ^i  ^^t  ^^"^Pl^^  bureaucracy  to  tr^n^toTg 
ure  out  hoAv  to  provide  for  the  jobs  of  the  future.  I  hope  our  coiS- 

wu  '\^°^^g  ^^  be  successful  in  addressing  it 
fn^  I  "^^^^^  *o  ask  you,  Doug,  was  this.  I  think  we  are  going 
der  wouinii^hTI-'l  r  ^^^^^lidating  the  programs,  but  I  won^ 
aer,  would  it  be  helpful  to  you— another  thought  that  has  occurred 
to  me  IS  the  notion  of  consolidating  all  these  different  departments 
and  agencies  that  theoreticaUy  have  as  their  purpose  the  goal  of 
n^rTI!?  ^^  f  onomy  and  preparing  workers  for  the  future,  pre- 
paring people  for  the  jobs  of  the  future,  into  one  or  two  depart- 

W  L'S'.'rl  l^^S^^  '^^^  «^P^^^*«'  the  Commerce  Department 
here  and  the  Labor  Department  there. 

For  many  years,  the  Labor  and  Commerce  Department  were  the 
same  department,  but  we  got  the  notion  that  w^  should  have  two 
t^m!.!lSh  ttVr  ^?.^«i^''^^t  parts  of  Washington.  We  hIveThe 
calTv   ^o^d  Pvi^ff^^'^^'.^T^^"^^^*'  of  course,  which,  theoreti- 

WouldTt  i«^^    ^"^  *'V^  P^^^  ^  "^^jo^  ^«^«  i^  preparing  people, 
tion-^mi  rT.        s^^se  for  us  to  consider  that  kind  of  consolida- 

Mkhiean  ^  h.vfT^*•''''1l^^?^^"  ^^f,"t^y  ^hat  ^«  have  done  in 
and  alendP.  «nH  basically  taken  all  the  different  departments 
we  Dut  thpm  lu  P;°^^«  that  had  anything  to  do  with  jobs  and 
we  put  them  all  into  one  agency.  I  think  it  just  gives  you  a  laser- 
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like  focus  on  what  your  mission  is,  and  that  is,  in  our  case,  jobs — 
job  creation,  more  jobs  for  people,  and  to  help  make  sure  that  those 
workers  are  prepared  for  jobs. 

I  think  that  maze  points  out  that  when  you  simply  have  different 
agencies  involved,  they  are  going  to  have  different  rules  and  dif- 
ferent requirements  that  they  are  all  going  to  want,  and  it  simply 
confuses  the  matter  in  terms  of  the  person  you  are  actually  trying 
to  serve,  which,  I  think  in  the  job  training  case,  is  the  people  that 
are  trying  to  get  jobs. 

Senator  Abraham.  Clark,  I  wanted  to  follow  up  on  the  latter  part 
of  your  statement. 

Mr.  DURANT.  Do  you  mean  you  are  not  coming  to  Little  League 
tomorrow? 

Senator  Abraham.  Well,  I  may.  [Laughter.] 

The  question  that  came  to  my  mind  as  I  was  listening  to  you  is 
it  seems  to  me,  if  you  just  sort  of  extend  the  point  you  were  mak- 
ing, what  you  ultimately  come  to  is  the  realization  that  as  Federal 
Government  programs  have  expanded,  private  initiative  has  con- 
tracted, not  just  because  taxes  have  gone  up  and  not  just  because 
freedom  has  been,  in  some  ways,  diminished  because  of  regulations 
or  whatever,  but  just  because  people  stop  thinking  in  terms  of  serv- 
ing their  community  and  their  friends  and  their  fellow  citizens  and 
start  assuming  somebody  else  is  doing  it.  I  think  it  is  defined  by 
Bill  Bennett  as  the  notion  of  crowding  out. 

Would  you  talk  about  the  kinds  of  impact  that  that  crowding  out 
problem  has  had,  in  either  your  own  experiences  with  Cornerstone 
Schools  or  with  some  other  similar  kinds  of  projects  that  you  are 
aware  of? 

Mr.  DuRANT.  I  think  you  are  onto  something  that  is  very  impor- 
tant and  I  appreciate  your  raising  it.  The  more  the  government  as- 
sumes that  it  will  take  care  of  different  problems  that  confront  us, 
whether  it  is  the  education  of  our  children  or  helping  those  who 
may  be  in  transition  between  jobs  or  helping  those  who  need  assist- 
ance for  food,  the  more  the  community,  and  I  think  it  is  partly  the 
nature  of  who  we  are  as  people,  begins  to  think,  well,  maybe  this 
isn't  my  responsibility  anymore. 

We  need  to  strengthen  our  communities,  and  the  fabric  of  those 
communities  depends  on  our  reaching  out  to  our  neighbor,  not  just 
our  neighbor  next  door  but  our  neighbor  across  town  and  the  neigh- 
bor across  the  city  and  coming  together. 

I  know  that  what  we  were  doing  in  Cornerstone,  many  people 
said,  why  bother?  There  are  plenty  of  educational  opportunities  in 
the  city.  Why  do  we  need  another  one? 

When  I  went  to  individuals  asking  for  financial  assistance,  they 
would  say,  well,  we  are  kind  of  limited  because  of  other  financial 
commitments  that  we  have  and  the  cost  of  doing  business  and  the 
cost  of  maintaining  these  businesses  because,  frankly,  of  govern- 
ment regulations  and  other  things.  But  also,  it  is  the  sense  in 
which,  why  is  this  necessary? 

I  think  the  enrichment  experience  will  come  about  because  our 
founders  did  understand  that  the  challenge  of  self-government  en- 
riches each  of  us  to  be  better  citizens  and  involved  with  the  lives 
of  people  that  these  two  individuals  are  trying,  in  their  capacities, 
to  serve. 
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You  know,  the  interesting  thing  about  Doug's  chart  is  the  one 
thing  that  isn't  on  this  chart  is  at  the  bottom  of  this  is  a  family 
that  is  bent  over  and  crippled  trjdng  to  bear  the  burden  of  paying 
for  all  of  this.  Rather  than  letting  them,  as  Burke  said,  in  the  little 
platoons  of  our  lives,  help  our  neighbor,  be  a  part  of  our  neighbors' 
lives  and  be  good  friends,  the  government  erodes  and  undermines 
our  ability  to  do  that. 

Senator  Abraham.  Thanks.  I  want  to  follow  up  a  little  more  spe- 
cifically. In  his  testimony,  Governor  Engler  outlined  the  notion  of 
the  block  granting  approach.  I  know  you  have  only  been  on  the 
State  Board  of  Education  a  few  weeks,  but  do  you  feel  from  just 
a  practical  point  of  view,  this  would  be  an  improvement  in  terms 
of  the  relationship  between  Washington  and  the  States,  and  more 
importantly,  the  students  of  our  country,  as  opposed  to  the  sort  of 
micro-management  from 

Mr.  DURANT.  The  governor  is  absolutely  on  target.  He  is  abso- 
lutely correct,  because,  ultimately,  when  you  allow  the  States  and 
the  communities  to  more  widely  use  those  resources,  they  will  use 
them  better.  We  don't  need  a  Department  of  Education  in  Washing- 
ton. What  communities  can  do  in  their  own  communities,  what  we 
can  do  in  a  State  is  far  more  powerful  than  anything  that  that  De- 
partment can  do. 

I  had  a  minor  association  with  the  Department  back  when  Dr. 
Rhodes  was  chairman  of  one  of  the  commissions  of  the  Department, 
and  there  are  a  lot  of  nice  and  wonderful  people,  but  it  is  a  lot  of 
noise  signifjdng,  frankly,  very  little. 

Senator  Abraham.  Stephanie,  I  just  wanted  to  ask,  we  are  talk- 
ing about  block  granting  two  areas,  actually  combing  a  couple  of 
block  grant  concepts.  One  is  an  array  of  programs,  AFDC  and  some 
nutrition  programs  and  so  on,  and  now,  more  recently,  in  large 
part  because  of  Grovemor  Engler's  ideas,  considering  sending  that 
off  over  the  whole  area  of  medicaid  as  well. 

As  an  administrator  of  these  programs,  do  you  have  any  doubt 
that,  even  if  there  were  a  decreased  amount  of  total  dollars  spent, 
the  freedom  that  would  come  from  the  deregulatory  approach  we 
are  talking  about  would  ultimately  be  a  better  outcome  from  the 
standpoint  of  the  recipients  of  these  programs? 

Ms.  Comai-Page.  Yes,  absolutely.  The  problem  that  Governor 
Engler  mentioned  in  his  testimony,  those  programs  are  spread 
across  the  State  and  Federal  Government  in  administering  them. 
They  have  different  rules,  they  have  very  complex  eligibility  re- 
quirements now,  and  those  three  programs,  Food  Stamps,  AFDC, 
and  Medicaid,  have  really  become  packaged  together. 

Just  to  cite  one  example  you  probably  are  aware  of,  if  a  family 
who  we  are  requiring  to  participate  in  Doug  Rothwell's  job  training 
programs  doesn't  show  up,  does  not  participate,  we  can  sanction 
that  family,  reduce  their  AFDC  check.  But  the  rules  on  the  food 
stamp  side  are  such  that  that  person's  food  stamps  increase.  The 
family  doesn't  understand  that  the  U.S.  Department  of  Agriculture 
has  different  rules  than  the  U.S.  Department  of  Health  and 
Human  Services.  They  see  a  message  that  comes  to  them  that  says, 
don't  look,  and  at  the  State  level,  we  want  to  fix  that.  We  can't  fix 
it  in  Washington  with  the  rules  and  bureaucracies. 
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Senator  Abraham.  But  just  to  go  to  the  point  I  wanted  to  get  to, 
last  week  in  the  Budget  Committee,  I  beheve,  the  Secretary  of 
HeEilth  £ind  Human  Services  said  that  even  though  we  would  be  in- 
creasing the  amount  of  money  spent  on  these  programs,  we 
wouldn't  be  increasing  at  the  sort  of  very  large  increases  that  have 
been  projected  by  that  Department. 

Her  claim,  I  think,  is  that  if  we  block  granted  it  at  these  smaller 
levels  of  increase  and  gave  them  back  to  the  States  without  the 
strings  attached,  that  there  is  no  way  the  recipients  of  these  pro- 
grams could  be  as  well  off  as  would  be  the  case  if  we  continued  to 
run  the  programs  from  Washington  at  the  higher  levels  of  funding. 

Governor  Engler  says  that  is  not  the  case.  We  can  run  the  pro- 
grams better  and  people  will  be  better  off.  Where  do  you  come 
down  on  this? 

Ms.  Comai-Page.  Absolutely.  I  think  the  examples  in  my  testi- 
mony, the  pile  of  paper  besides  me  represents  a  lot  of  working  peo- 
ple who  are  devoting  their  time  and  energy  to  administering  pro- 
grams, time  that  could  be  well  spent  on  other  things.  We  have  high 
administrative  costs  that  could  be  reduced.  Those  administrative 
costs  could  then  be  plowed  back  into  actually  serving  people,  pro- 
viding benefits. 

So  I  think  Secretary  Shalala  is  incorrect  and  she  is  not  aware, 
I  think,  of  the  Federal  bureaucracy  and  State  bureaucracies  that 
are  needed  to  run  these  programs  now. 

Senator  ABRAHAM.  Thank  you  all  very  much. 

Chairman  DOMENICI.  Could  you  tell  me,  ma'am,  what  program 
were  you  seeking  to 

Ms.  Comai-Page.  These  were  waivers  for  food  stamps  and  AFDC. 

Chairman  DOMENICI.  General  waivers? 

Ms.  Comai-Page.  These  are  very  specific  waivers.  We  had  an 
Earned  Income  Tax  Credit,  some  waivers  that  we  were  seeking.  I 
mentioned  the  food  stamps  cash-out.  That  is  included  in  this  stack. 
If  I  brought  my  medicaid  file,  medicaid  waivers  that  we  need  to  get 
people  into  managed  care,  I  probably  would  have  needed  a  truck 
to  get  here  today. 

Senator  Abraham.  Let  me  just  set  in  perspective  what  we  spend 
on  so-called  job  training  programs  as  a  nation,  so  that  as  we  move 
through,  trying  to  reduce  this  amount  and  make  it  more  efficient, 
when  you  hear  the  cry  of  those  that  would  insist  that  we  keep  each 
program  and  fund  it  at  its  current  level,  we  have  over  150  jobs 
training  programs  spread  across  four  departments  of  the  Federal 
Government,  costing  us  approximately  $25  billion  a  year. 

Frankly,  we  are  having  a  great  deal  of  difficulty,  in  all  honesty, 
trying  to  find  out  how  effective  the  programs  are.  We  have  had  a 
GAO  audit  and  they  report  that  a  significant  number  are  totally  in- 
efficient and  that  we  are  unable  to  even  determine  their  efficacy, 
how  much  have  they  really  increased  people's  ability  to  get  jobs 
£md  keep  them. 

So,  essentiaUy,  what  is  going  on  in  some  of  the  committees  is  to 
say,  why  do  we  need  150?  Why  do  we  need  $25  baleen?  Why  don't 
we  have  fewer  programs  and  why  don't  we  let  States  like  Michigan 
and  others  set  up  jobs  training  that  is  comprehensive,  and  they  end 
up  mixing  and  matching  and  using  the  money  where  it  will  best 
serve  rather  than  in  the  multitude  of  programs. 
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I  don't  even  seek  to  describe  them  to  you,  but  I  know,  if  you  were 
correct,  within  the  Department  of  Education,  there  are  five  pro- 
grams, either  major  or  minor,  that  come  from  the  Department  of 
Education  that  are  job  training.  From  the  Department  of  Health 
and  Human  Services,  there  are  eight.  Then  I  assume  there  are 
scores  of  subheadings  under  them. 

It  just  seems  to  me  that  you  all  are  mistaken  and  the  American 
people  are  mistaken  if  you  think  there  was  some  method  to  that 
madness.  [Laughter.] 

Chairman  DOMENICI.  Truly,  they  just  grew  up.  Somebody  had  a 
new  idea,  and  so  they  introduced  a  bill.  If  they  were  on  the  right 
committee,  it  got  passed,  and  eventually  it  got  funded,  and  that  is 
where  we  stand. 

I  want  to  just  ask  you,  Doug,  there  is  much  discussion  about  try- 
ing to  train  people  for  a  job,  which  is  essentially  what  you  are  try- 
ing very  hard  to  do.  But  there  is  also  much  talk  about  retraining. 
We  hear  a  lot  of  national  education  experts  say  this  next  century 
will  be  filled  with  retraining.  So  you  will  go  through  high  school, 
you  will  go  through  college,  but  at  some  point  in  your  life,  you  will 
need  retraining  of  one  sort  or  another. 

Could  you  talk  to  that  a  minute  and  tell  us  whether  your  pro- 
gram consolidations  affect  that  and  how  we  would  do  that,  Michi- 
gan-style? 

Mr.  ROTHWELL.  We  have.  Senator.  We  have  addressed  the  re- 
training issue  very  specifically.  What  we  have  done  is  we  have 
taken  State  funds,  because  the  Federal  Government  really  doesn't 
focus  on  that  issue.  We  have  taken  State  funds  and  we  have  taken 
it  and  focused  it  in  on  helping  those  workers  that  need  to  upgrade 
their  skills  for  either  technology  purposes  or  really  just  the  way 
businesses  are  managing  these  days,  in  terms  and  using  different 
kinds  of  principles,  to  be  able  to  get  their  skills  up  to  snuff. 

That  has  been  an  investment  of  $40  million  of  State  funds.  We 
have  the  largest  retraining  program  of  any  State  in  the  country  on 
a  per  capita  basis.  It  was  simply  a  priority  that  was  set  by  the  gov- 
ernor and  by  State  government,  because  we  think  it  is  to  our  bene- 
fit to  have  high-wage  jobs,  to  be  able  to  have  high-skilled  workers 
to  be  able  to  fill  those  jobs. 

Chairman  DoMENici.  I  just  want  to  note  here  what  seems  to  me 
to  be  the  real  problem  with  these  programs.  I  don't  think  anybody 
that  can  see  this  chart  can  even  find  the  people  that  we  are  trying 
to  help.  Where  are  they?  The  employers  who  need  workers  and  the 
employees  who  need  training,  all  this  maze  of  stuff  goes  on  in  order 
to  get  down  here  to  them.  That  is  a  very  effective  graph.  You  might 
get  this  blown  up  and  put  it  in  color  and  you  might  get  to  be  very 
heroic.  [Laughter.] 

This  session  has  got  to  draw  to  a  close.  I  just  want  to  make  one 
last  observation.  When  Clark  was  reading  Thomas  Jefferson,  I 
didn't  see  how  I  could  fit  that  into  what  we  were  doing  in  our  budg- 
et, but  I  was  struck  by  something.  If  anybody  thinks  that  there  are 
not  some  abiding  truths,  some  abiding  qualities  or  characters  of  liv- 
ing, quality  of  life,  look  at  these  and  see  if  they  aren't  the  things 
that  are  absolutely  missing  in  our  society  today— honesty,  truth, 
temperance,  gratitude,  and  love  of  man. 
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This  was  Jefferson  writing,  not  a  priest,  Father,  talking  about 
charity  and  love  of  God — a  leader  way  back  over  200  years  ago.  If 
anybody  says  none  of  these  are  abiding,  I  would  submit  we 
wouldn't  have  all  the  problems  we  have  if  some  of  these  were  back 
among  us  in  large  quantities,  as  Jefferson  suggested  way  back 
there. 

Unless  you  have  something  further,  we  are  going  on  to  the  next 
panel.  You  are  excused.  Thank  you. 

Our  next  panel  is  ready.  Where  is  Congressman  Joe 
Knollenberg?  You  are  welcome.  Would  you  like  to  sit  up  here  with 
us? 

Mr.  Knollenberg.  I  am  fine  right  here. 

Chairman  DOMENICL  Thank  you  very  much.  We  welcome  you. 
You  can  applaud,  if  you  would  Uke. 

[Applause.] 

Chairman  DOMENICL  We  are  going  to  have  the  panelists  intro- 
duce themselves  briefly  and  then  proceed  with  their  testimony. 

Mr.  Patterson,  you  proceed. 

STATEMENT  OF  L.  BROOKS  PATTERSON,  OAKLAND  COUNTY 
EXECUTIVE,  MICHIGAN 

Mr.  Patterson.  Mr.  Chairman,  my  name  is  Brooks  Patterson.  I 
am  the  Oakland  County  Executive.  I  would  like  to  welcome  you  to 
our  county,  to  this  community  in  which  you  find  yourself  this 
morning.  I  would  hke  to  take  a  few  seconds  to  introduce  the  county 
to  you,  although  this  introduction  is  not  necessary  for  Senator 
Abraham,  who  is  a  resident  of  these  910  square  miles. 

I  would  like  you  to  know  about  where  you  are  and  about  Oak- 
land County,  Senator.  We  are  a  very  vibrant  and  exciting  place  in 
which  to  live  and  work.  We  feel  that  we  are  the  economic  engine 
that  drives  this  State  economy.  We  are  the  third-wealthiest  county 
in  America  in  those  counties  with  over  one  million  population. 

We  are  in  the  process  of  creating,  right  now,  52,000  jobs,  last 
year  and  this  year.  We  are  a  county  with  38,000  businesses  and  an 
annual  pa3rroll  of  over  $17  billion,  and  we  have  retail  sales  greater 
than  17  States.  So  our  county  is  a  very  dynamic  county.  Just  this 
county  alone  represents  51  percent  of  the  Nation's  robotics  sales. 
Of  the  top  50  OEMs  in  North  America,  18  are  located  right  here 
in  this  community. 

A  county  with  this  kind  of  activity  and  exponential  growth  in 
every  sector  is  not  without  its  challenges  as  we  move  into  the  21st 
century,  and  it  is  about  those  challenges  that  I  would  like  to  ad- 
dress my  remarks  this  morning, 

I  have  divided  my  presentation  into  four  distinct  areas,  but  due 
to  time  limits,  it  will  be  impossible  for  me  to  deliver  the  full  text 
of  my  statement.  I  will  file  that  with  the  committee.  I  would  like 
to  simply  highlight  the  first  two  areas  of  my  printed  remarks  and 
then  spend  a  httle  more  time  developing  parts  three  and  four. 

Section  one  of  my  full  text  is  entitled,  "Request  for  the  Retention 
of  the  SBA  504  Loan  Program".  Oaklsmd  County  strongly  supports 
continuation  of  this  program.  There  is  no  question  that  it  has  been 
a  job-creator  in  our  county,  and,  for  that  matter,  in  America.  I  have 
attached  letters  of  support  from  our  business  community  in  support 
of  this  program.  We  strongly  endorse  it. 
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Section  two  of  my  printed  remarks,  starting  on  page  7,  touches 
upon  areas  of  concern  at  our  airport,  the  OaklEind/Pontiac  Airport. 
As  you  will  find  in  the  full  text,  the  Oakland/Pontiac  Airport  is  a 
very  modern,  all-weather,  general  aviation  facility  that  serves 
Southeast  Michigan  for  corporate,  business,  and  air  freight  traffic. 
There  are  383,348  takeoffs  and  landings  in  1994.  That  makes  us 
the  second-busiest  airport  in  the  State  of  Michigan,  second  only  be- 
hind Metropolitan  Area  in  Detroit. 

Our  ability  to  facilitate  international  commerce  is  hampered  by 
the  fact  that  we  do  not  have  Customs  at  the  airport.  When  Cus- 
toms officials  are  requested,  they  must  be  dispatched  from  Metro- 
politan Airport  and  our  requests  are  denied  a  third  of  the  time. 

Such  a  hit-and-miss  Customs  Service  can  be  corrected  very  sim- 
ply. I  am  asking  for  your  support  to  utilize  an  existing  Federal  law, 
which  I  cited  in  my  full  text,  that  will  enhance  service  and  reduce 
the  costs  to  the  Federal  Government.  I  would  like  your  intervention 
in  this  committee  with  the  Secretary  of  the  Treasury,  who  has  the 
authority  to  cross-train  and  cross-deputize  local  officials  to  perform 
Customs  duties. 

It  would  obviously  save  valuable  Federal  money  if  they  are  will- 
ing to  assume  that  responsibility  and  there  is  a  law  in  place  to  do 
it.  Oakland  County  officers  would  be  trained  by  Customs  authori- 
ties, at  our  expense,  and  then  perform  the  normal  inspection  duties 
required  by  Customs  officials  at  airports  such  as  Oakland/Pontiac. 
This  can  been  done  all  over  the  country. 

I  pointed  out  in  my  remarks  that  there  is  procedure  for  this. 
Such  an  idea  can  be  put  into  service  around  the  country,  thus  sav- 
ing the  Federal  Government  considerable  amounts  of  money  by 
using  locally-trained  officers. 

Now,  I  would  like  to  spend  a  little  bit  of  time  developing  section 
three  of  my  paper  regarding  the  child  support  enforcement  system, 
known  as  CSES,  and  you  are  going  to  talk  about  the  same  thing 
over  in  Kent  County  here.  They  are  into  it  and  we  are  being 
pushed  into  it.  I  am  going  to  talk  about  that. 

The  CSES  is  a  Federal  program  to  help  track  deadbeat  and  er- 
rant spouses  who  have  fallen  behind  in  their  child  support.  The 
Federal  Government  has  mandated  that  all  counties  in  Michigan 
move  into  this  system  by  September  30,  1995.  Such  a  system  might 
be  fine  for  some  counties  who  have  no  existing  system  or  may  be 
stuck  in  some  outmoded,  outdated  manual  system,  but  the  State  of 
Michigan,  due  to  the  threat  from  the  loss  of  Federal  funds — in  my 
county,  $4  million — is  forcing  Oakland  County  to  abandon  what  ev- 
erybody acknowledges  to  be  a  superior  computer  system  in  favor  of 
the  Federal  model. 

Our  county  has  led  the  State  and  received  several  awards  and 
is  a  significant  contributor  to  the  State's  achievement  of  leading 
the  Nation  in  collection  in  13  out  of  the  last  15  years.  In  other 
words,  we  lead  Michigan  and  Michigan  leads  the  Nation  in  13  out 
of  15  years  in  collecting  back  child  support.  So,  in  many  respects, 
we  have,  in  fact,  the  National  model  here  in  Oakland  County. 

We  have  developed  and  installed  into  our  system  technology  such 
as  computer  imaging,  which  is  much  more  advanced  than  the  pro- 
gram found  in  the  CSES  model.  We  are  incredulous  to  think  that 
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we  must  abandon  our  technologically-superior  system  and  adopt  an 
inferior  system  because  of  the  threat  of  loss  of  Federal  funds. 

Let  me  cite  you  several  examples  of  the  kinds  of  problems  that 
a  county  recently  experienced  when  it  made  the  required  conver- 
sion. She  is  probably  going  to  talk  about  the  same  thing. 

Where  it  previously  took  10  minutes  to  open  a  new  case  in  Kent 
County,  now,  it  takes  them  an  hour.  Where  there  was  virtually  no 
backlog  of  cases  at  the  time  of  conversion,  now,  it  takes  four  to  6 
weeks  before  a  case  can  be  opened.  Kent  County  has  been  forced 
to  hire  15  additional  individuals  to  address  the  labor-intensive 
needs  of  this  CSES  System,  and  they  are  still  falling  behind. 
Where  client  caUs  were  averaging  200  to  300  a  day  before  conver- 
sion, now,  they  average  2,000  calls  a  day. 

To  force  us  here  in  Oakland  County  into  such  a  system  would  be 
a  disaster  for  the  100,000  clients  that  we  serve.  All  we  ask  is  we 
be  allowed  to  blend  our  existing  system  with  the  best  parts  of 
CSES  and  not  be  forced  to  abandon  ours. 

Finally,  just  a  comment  on  some  detail  in  section  four  of  my 
printed  remarks  filed  with  the  committee.  Senator,  this  is  my  per- 
sonal concern  about  the  emergency  of  MPOs.  I  am  sure  you  are  fa- 
miliar with  it;  I  know  Spence  is.  These  are  Metropolitan  Planning 
Organizations.  In  my  opinion,  Senator,  they  are  undermining  the 
very  concept  of  federalism,  which  was  the  overall  subject  of  this 
hearing  this  morning. 

Last  November's  election  gave  the  Republican  majority  in  the 
new  Congress  the  responsibility  and  the  opportunity  to  restructure 
the  Federal  relationship  and  restore  to  the  State  and  local  govern- 
ment their  rightful  place  in  the  Federal  system.  I  applaud  your 
committee's  initiative  to  undertake  leadership  in  this  vital  discus- 
sion. 

The  topic  of  the  structure  and  the  relationships  of  government  at 
its  various  levels  is  not  an  arcane,  academic  conversation.  It  is 
basic  to  the  continuation  of  our  way  of  life. 

There  has  been  an  erosion  of  the  Federal  structure  of  the  politi- 
cal system.  I  refer  to  the  expsmding  power  of  the  federally-created 
Metropolitan  Planning  Organizations,  or  MPOs.  I  urge  your  com- 
mittee to  undert£ike  a  comprehensive  review  of  the  creation  and  ex- 
panding role  of  these  federally-created  and  federally-funded  plan- 
ning organizations. 

It  is  my  assertion  that  the  Federal  Government,  through  the  cre- 
ation of  MPOs,  which  is  nothing  more  than  a  Federal  system  of 
local  governments,  has  drastically  and  unconstitutionally  altered 
the  Federal  structure  of  our  political  system  as  embodied  in  the 
Constitution. 

The  MPOs  constitute  a  structure  of  government  decision  making 
at  the  local  level  which  competes  directly  with  the  structure  of  loc^ 
governments  established  by  the  States.  For  example,  these  feder- 
ally-created and  federally-controlled  MPOs  have  been  given  govern- 
mental power  and  responsibility  to  determine  specific  road,  high- 
way, and  transit  projects  to  be  funded  and  to  approve  the  expendi- 
ture of  both  Federal  and  State  dollars. 

The  exercise  of  these  governmental  powers  is  accomplished  with- 
out what  they  might  call  the  inconvenience  of  the  constitutionally- 
mandated  one  person,  one  vote  voting  structure.  In  our  local  MPO 
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here,  Oakland  County,  with  a  population  of  over  one  million  people, 
has  three  votes  on  the  executive  committee,  while  Monroe  County 
has  a  population  of  133,000  and  they  have  three  votes. 

The  creation  of  these  MPOs,  their  expanding  role  and  decision- 
making powers  given  them  by  the  Federal  Government  is  a  major 
symptom  of  the  breakdown  of  the  Federal  system.  There  is  a  strong 
body  of  opinion  in  Washington  which  seems  to  claim  that  in  today's 
global  economy,  the  States  have  become  ineffective  engines  upon 
which  to  base  international  competition  and,  therefore,  local  gov- 
ernments become  irrelevant.  This  view  must  be  rejected. 

If  we  are  to  take  advantage  of  the  mandate  the  people  have  given 
us,  to  this  new  Congress,  we  must  devolve  authority  and  respon- 
sibility for  the  delivery  of  government  services  back  to  the  States 
and  their  duly-constituted  structure  of  local  governments  and  abol- 
ish the  competing  federally-created  structures  of  the  local  MPOs. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Patterson  follows:] 
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Prepared  Statement  of  L.  Brooks  Patterson,  Oakland  County  Executive 

Gentlemen: 

On  behal£  of  Oakland  County's  1.1  million  residents, 
the  community  in  which  you  find  yourself  this  morning, 
let  me  welcome  you. 

I'd  like  to  take  just  a  few  seconds  to  introduce 
Oakland  County  to  you,  although  this  certainly  is  not 
necessary  for  Senator  Abraham  who  is  a  resident  of  our 
910  square  miles.  But  for  the  rest  of  our  guests  here 
today,  I'd  like  to  introduce  Oakland  County. 

We're  very  proud  of  our  county  -  we  are  a  very 
vibrant  and  exciting  place  to  live  and  work.  Oakland 
County  is  the  economic  engine  that  drives  the  state 
economy.  We  are  the  third  wealthiest  county  in  America, 
in  those  co\inties  over  one  million  population.  We  are  in 
the  process  of  creating  52,000  jobs  during  1994  and  '95. 
We're  a  county  with  3  8,000  businesses,  and  an  annual 
payroll  of  over  $17  billion  dollars,  retail  sales  greater 
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than  15   states.    Our  coiinty  represents  51%  of  the 
nation's  robotics  sales.   Of  the  top  50  OEM's  in  North 
America,  18  are  located  in  Oakland  Coxinty. 

A  county  experiencing  this  kind  of  activity  and 
exponential  growth  in  every  sector  is  not  without  its 
challenges  as  we  move  into  the  21st  century.  It's  about 
challenges  Oakland  County  has  that  I  would  like  to  talk 
this  morning. 

I  have  divided  my  presentation  into  federal  progrcuns 
that  could  hurt  Oakland  County  and  our  reputation  for 
efficiency,  and  federal  programs  which  are  working  and 
are  good  for  job  creation,  lower  unemployment.  I  will 
close  my  remarks  this  morning  by  raising  a  warning  flag 
regarding  a  situation  which  I  consider  to  be  an  insidious 
drift  away  from  our  federalism  roots. 
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I   REQUEST  FOR  THE  RETENTION  OF  THE  SBA  504  LOAN  PROGRAM 
First,  I  would  like  to  bring  to  your  attention  a 
federal  program  that  is  working  extremely  well  and  has 
our  wholehearted  endorsement. 

I  refer  to  the  SBA  504  Locui  Program.  It  is  a  program 
desigrnated  to  provide  mortgage  loans  to  new  cuid  expanding 
small  businesses. 

The  mortgage  assistance  provided  by  this  program  is 
not  availcdsle  through  existing  traditional  mortgage 
sources.  This  valucQ^le  loan  program  provides  the  small 
business  commxinity  with  access  to  capital  while  creating 
additional  payroll  taxes  through  new  job  creation. 

The  SBA  504  program  has  many  unique  features  that 
makes  the  program  attractive  and  vital  to  small  business. 
Some  of  those  features  are : 

The  SBA  504  loan  period  is  for  20  years. 
(Current  non-SBA  loans  availcdale  through 
conventional  lenders  are  usually  available  for  5 
-  10  year  terms  and  are  svibject  to  renegotiation 
of  the  interest  rate  from  time  to  time.) 
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SBA  504  interest  rates  are  fixed  for  the  term  of 
the  loan.    Other  bank  loans  are  usually  a 
variable   rate   and   are   susceptible   to   rate 
increases. 

The  SBA  interest  rates  are  below  current 
conventional  loan  rates . 

The  down  payment  required  for  the  SBA  504  loan 
is  10%.  A  mortgage  secured  through  normal 
channels  would  require  a  20-25%  down  payment. 
The  differential  in  down  payment  amounts  allows 
the  business  flexibility  in  terms  of  how  best  to 
invest  the  remaining  capital. 

Businesses  that  receive  SBA  504  loans  must 
create  new  jobs  or  retain  jobs  that  would  have 
otherwise  been  lost.  Records  show  that  since 
1981,  17,000  new  businesses  and  400,000  jobs 
have  been  created  in  America  as  a  direct  result 
of  this  funding  source. 
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The  SBA  504  Loan  Progreiin  is  a  federally  supported 
program  that  works!  The  Federal  Reserve  Board  estimates 
at  least  one-third  of  all  long  term  small  real  estate 
loans  are  originated  by  the  SBA  504  program.  Should  the 
SBA  funding  be  eliminated,  what  new  funding  mechanism 
would  replace  these  one-third  long  term  loans  that 
currently  supports  our  small  business  community? 

The  SBA  504  Program  is  working  today  in  Oakland 
Coxinty.  In  1994,  over  $21.3  million  in  such  loans  were 
completed.  Since  we  initiated  our  county  SBA  504  loan 
operation  in  1982,  we  have  placed  in  excess  of  $32.3 
million  in  closed  SBA  business  loans.  Our  work  force  has 
enjoyed  the  creation  and  retention  of  4,100  jobs  and  an 
increase  in  our  local  tax  base  of  over  $2.1  million  as  a 
direct  result  of  the  success  of  this  program. 

Oakland  County,  the  economic  engine  for  the  state  of 
Michigan,  is  the  number  one  SBA  504  Loan  Center  in 
Michigan.  We  intend  to  increase  our  marketing  efforts  in 
order  to  expand  our  SBA  Loan  activity. 
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Should  the  SBA  504  Loan  Program  be  canceled,  the 
Impact  from  such  an  action  would  be  devastating  to  small 
businesses  around  the  country.  Conventional  financing 
would  not  be  availeible  or  affordable  for  many- 
entrepreneurs.  A  large  number  of  new  small  business 
simply  would  not  evolve.  Niimerous  existing  firms  would 
lose  their  competitive  edge  due  to  their  inability  to 
expand  and/or  purchase  new  technology.  It  would  be  a 
tragedy  to  have  one  of  the  few  governmental  prograuns  that 
actually  delivers  benefits  to  simply  disappear. 

Please  note  the  attached  information  exhibits  and 
letters  from  our  business  community  regarding  their 
thoughts  on  the  SBA  504  program  which  is  included  as  a 
part  of  my  testimony  and  serve  as  examples  of  our 
county's  success  with  this  worthwhile  federal  program. 
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II   THE  OAKLAND/PONTIAC  AIRPORT 

Oakland/Pontiac  Airport,  several  miles  from  here  in 
Water  ford  Township,  is  probedaly  the  airport  you  flew 
into;  it  is  certainly  one  that  Senator  Abraheim  is 
familiar  with. 

Oaklcmd/Pontiac  Airport  is  a  modern,  all-weather, 
general  aviation  facility  serving  southeast  Michigan  for 
corporate,  business  and  air  freight  traffic.  With 
3  83,348  takeoff s  cuid  landings  in  1994,  it  is  the  second 
busiest  airport  in  Michigan,  behind  Detroit  Metro,  and 
more  than  twice  as  much  traffic  as  the  third  ranked 
airport,  Kent  County  in  Grand  Rapids.  In  fact,  in  1994 
Oakland/Pontiac  Airport  accommodated  over  half  the 
corporate  business  and  other  general  aviation  traffic  at 
tower  airports  in  the  entire  state  of  Michigan. 

The  airport  is  a  complete  general  aviation  facility 
in  every  sense  of  the  word  --  except  for  reliable  U.S. 
Customs  Service.  Oakland  County  has  a  large  community  of 
interest  with  businesses  and  resulting  travelers  from 
other   countries.     Yet,   its   ability   to   facilitate 
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international  commerce  is  hampered  by  customs'  service, 
which  is  time  consuming,  expensive,  and  unreliable. 

There  are  17  airports  in  the  state  of  Michigan  which 
have  landing  rights  status  for  international  flights.  In 
all  but  three  of  these,  officers  are  dispatched  from 
other  federal  facilities  to  process  passengers  and 
freight.  Most  of  these  facilities  are  near  the  airport 
being  served. 

But  in  the  case  of  Oakland/Pontiac,  a  three  hour 
advance  notice  is  required  for  an  officer  to  be 
dispatched  from  Detroit  Metro.  If  the  request  for 
service  is  inconvenient  to  Customs,  the  service  is 
refused.  This  occurs  approximately  one- third  of  the  time 
in  which  requests  are  made  for  the  Oakland/Pontiac 
Airport. 

The  unavailability  to  have  Customs  available  at  the 
airport  often  results  in  two,  three  hour  delays  while 
CEO's  of  corporations  sit  on  the  tarmac  waiting  for  the 
arrival  of  a  customs  officer,  in  our  case,  from  Detroit 
Metro  Airport.    Often  times  a  plane  will  land  at  a 
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different  airport  where  Customs  is  immediately  availed^le, 
and  then  take  off  and  re- land  at  Oakland/Pontiac  where 
the  plane  is  housed.  This  causes  not  only  great  delays 
but  you  cam  imagine  the  expense  of  starting  up  and 
shutting  down  these  jet  engines. 

I  have  a  very  simple  suggestion  to  correct  the 
problem.  I  recommend  "cross -training"  local  police 
officers,  or  local  FAA  officials,  as  Customs  Officers. 
There  is  precedent  for  this  action. 

The  Secretary  of  the  Treasury,  under  19  USC  140 (i) , 
has  the  authority  to  appoint  "any  person"  to  act  as  a 
customs  officer.  He  has  exercised  this  authority  in  the 
past  to  designate  non- federal  actors  as  customs  officers, 
an  action  that  has  met  with  approval  in  the  federal 
court. 

Accordingly,  pursuant  to  19  USC  2404  (i),  we  ask  that 
the  Treasury  Secretary  cross-designate  as  customs 
officers  local  Oakland  County  peace  officers,  charging 
them  with  the  authority  to  perform  customs  duties  at  the 
Oakland\Pontiac  Airport.    As  duly  appointed  customs 
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officers,  they  will  be  federal  officers  while  acting 
within  the  scope  of  their  designation  and  authorization, 
and  will  be  subject  to  the  direction  euid  control  of  the 
Customs  Service  in  performing  those  duties.  The  Customs 
Service  will  save  money  by  utilizing  these  local  peace 
officers,  supplied  at  local  expense,  and  still  be 
providing  an  enhanced  level  of  service  for  Michigan 
citizens. 

While  we  are  on  the  subject  of  airports,  I  would  like 
to  address  the  funding  of  developing  and  preserving  these 
most  important  parts  of  our  nation's  air  transportation 
system. 

The  Federal  Aviation  Trust  F\ind  originally  was 
established  in  1970  to  provide  grants-in-aid  for  airport 
capital  improvements.  It  has  been  funded  primarily  from 
user  fees  in  the  form  of  a  10%  ticket  tax  on  airline 
passengers  and  a  14  cent  per  gallon  tax  on  general 
aviation  fuel.  The  Trust  has  been  largely  responsible 
for  the  development  and  improvement  of  our  nation's 
airports.   Many  of  our  smaller  and  medixim  airports  could 
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not  survive  without  it.  In  short,  it  is  a  long-standing 
contract  with  America. 

In  recent  years  the  fund  has  been  used  less  for  the 
purposes  for  which  it  was  established  and  more  for 
operating  the  Federal  Aviation  Administration  -  a 
manipulation  for  deficit  reduction.  In  fact,  the  amount 
currently  going  towards  airport  improvement  represents 
only  25%  of  the  trust  fund  expenditures. 

H.R.  842,  introduced  by  Representative  Schuster  (R- 
PA)  ,  Chairman  of  the  House  Transportation  and 
Infrastructure  Committee,  would  restore  truth  in 
budgeting  by  providing  off -budget  treatment  for 
transportation  trust  funds.  I  would  urge  support  of  this 
measure  to  restore  the  integrity  of  our  trusts. 
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III  CHILD  SUPPORT 

Now,  I  would  like  to  cite  a  federally  sponsored 
program  that  is  being  forced  down  from  Washington  through 
the  state,  con^jlete  with  the  old  bug-a-boo,  "If  you  don't 
buy  into  our  federal  program,  you'll  lose  federal 
dollars. " 

While  mciny  innocuous,  federal  legislative  mandates 
are  well  intended,  some  have  far  reaching,  and  frequently 
unintended,  consequences.  Such  a  system  that  has 
admirable  goals,  but  is  having  a  significant  adverse 
operating  impact  is  a  statewide  computer  system  called 
"Child  Support  Enforcement  System,"  or  CSES  for  short. 

The  CSES  project  involves  the  federal  conversion  of 
the  Oakland  County  developed  and  operated  Friend  of  the 
Court  computer  systems  to  a  statewide  system. 

The  main  objective  in  this  conversion  is  to  permit 
tracking  of  spouses  who  fail  to  pay  their  child  support. 
The  conversion  project,  which  has  been  in  process  for 
over  10  years,  has  a  federally  mandated  completion  date 
of  September  30,  1995  -  at  which  time  total  federal  and 
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state  investment  in  the  development  of  this  progreun  will 
approach  $90  million.   My  complaint  is  that  the  required 
conversation  does  not  take  into  accoiint  the  state-of-the- 
art  quality  of  our  local  computer  technology. 

Many  of  the  components  of  Oakland  County' s  Friend  of 
the  Court  computer  system  lead  the  state  and  have 
received  national  awards,  particularly  the  computer 
imaging  system  and  electronic  funds  transfer. 

Because  of  Oakland  County's  active  involvement  in 
tracking  spouses  with  delinquent  payments,  the  County 
receives  the  highest  incentive  award  in  the  state  \inder 
the  Cooperative  Reimbursement  Program.  In  addition,  the 
state  of  Michigan  has  lead  the  nation  in  Friend  of  the 
Court  collections  in  13  of  the  last  15  years.  Yet,  a  new 
system,  which  we  deem  to  be  technologically  inferior,  is 
still  being  mandated  and  forced  upon  us.  The  state  has 
interpreted  the  federal  mandate  to  mean  the  elimination 
of  our  current  Friend  of  the  Court  system  in  favor  of 
CSES. 
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CSES  has  been  installed  in  many  coiinties;  some  have 
preferred  it  over  their  previous  system  -  whether  they 
were  manual  or  gave  up  a  home-grown  Friend  o£  the  Court 
system.  However,  in  the  one  large  county  in  which  CSES 
has  been  implemented,  Kent  County,  it  has  brought  their 
Friend  o£  the  Court  system  to  its  knees.  Examples  o£  the 
failures  of  this  system  in  a  large  county  follow: 

It  previously  took  10  minutes  to  open  a  new  case; 
now  it  takes  almost  an  hour.  There  was  no  backlog 
of  new  cases  at  the  time  of  conversion;  presently  it 
takes  four  to  six  weeks  before  a  case  can  be  opened. 
While  the  case  is  being  created,  no  collections  or 

payments  are  processed. 

I 
Kent   County   has   been   forced   to   hire   16 

individuals  to  address  the  labor  intensive  needs  of 

the  CSES  system.    They  are  still  falling  behind. 

Based  on  Kent  County's   caseload,   the  potential 

equivalent  nximber  of  individuals  Oakland  County  would 

have  to  hire  would  be  35  to  50. 
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Client  calls  were  averaging  200  -  300  per  day 
be£ore  conversion;  over  2,000  calls  per  day  are  being 
registered. 

Oakland  County  has  a  computer  "imaging  system" 

containing   most   of   its   Friend   of   the   Court 

correspondence  and  files.  No  provision  has  been  made 

in  CSES  to  address  this  critical  matter. 

All  we  ask  is  that  we  be  allowed  to  blend  our 

existing  system  with  the  best  parts  of  the  CSES  program. 

It  makes  no  sense  to  us  to  cdsandon  our  superior  system 

and  take  a  step  backwards.   Some  coiinties  may  find  CSES 

to  be  an  improvement,  but  allowances  should  be  made  to 

accommodate   counties,   such   as   Oakland,   that   have 

developed  an  advanced  system  on  their  own. 
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IV   MPOs  AND  FEDERALISM 

I  appreciate  your  invitation  to  discuss  with  the 
Committee  the  opportunity  to  rede£ine  the  role  of 
government  in  the  21st  Century,  especially  the 
relationship  between  the  federal  government  and  the 
states... the  Doctrine  of  Federalism. 

Since  President  Reagan's  State  of  the  Union  Address 
in  1982  urging  a  broad  and  sweeping  plan  to  reorder  the 
way  America  is  governed,  returning  power  to  state  and 
local  control,  we  Republiceuis  at  the  local  level  have 
been  waiting. . .and  waiting  for  the  far-reaching  reform 
which  the  American  people  have  been  demanding.  President 
Reagan's  belief  was  that  the  federal  government  was  too 
big  and  he  wouited  to  cut  it  back  down  to  size.  We  still 
wait.   The  American  people  still  wait. 

I  believe  last  November's  election,  which  gave  the 
majority  in  both  Houses  of  Congress  to  the  Republicans, 
was  yet  suiother  demand  from  the  people  to  reorder  the 
relationship  between  citizens  euid  the  maze  of  bureaucracy 
that  now  seems  to  intrude  in  every  aspect  of  day-to-day 
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life.    Despite  President  Reagan's  reform  euid  dedication 
to  the  concept  of  federalism  we  have  seen  the  federal 
government  continue  to  usurp  local  power  at  an  alarming 
rate. 

Last  November's  election  gave  the  Republican  majority 
in  the  new  Congress  the  responsibility  and  opportvmity  to 
restructure  the  federal  relationship  and  restore  the 
states  and  local  government  to  their  rightful  role  in  the 
federal  system.  I  applaud  your  Committee's  initiative  in 
undertaking  leadership  in  this  vital  discussion. 

The  topic  of  the  structure  and  relationships  of 
government  at  its  various  levels  is  not  an  arcane, 
academic  conversation.  It  is  basic  to  the  continuation 
of  our  way  of  life. 

Federalism  is  a  system  of  government  which 
distributes  power  between  the  national,  or  federal 
government,  and  the  states.  This  distribution  of  power 
is  estcUalished  in  a  written  Constitution,  ordained  by  the 
people.  This  Constitution  cannot  be  changed  by  either 
the   federal   government   or   state   governments   acting 
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unilaterally. 

The  10th  Amendment  to  our  Constitution  establishes 
that  the  federal  government  has  only  those  powers 
enumerated  in  the  Constitution.  All  other  powers  are 
reserved  to  the  states,  or  the  people  thereof.  In  the 
20th  century  this  provision  has  been  virtually  ignored. 
Instead,  there  has  been  a  general  pattern  in  which 
Congress  approves  sweeping  legislation  with  only  casual 
regard  for  the  Constitution,  with  the  excuse  that  the 
courts  will  sort  out  the  constitutional  issues.  The 
Supreme  Court,  over  the  past  70  years  or  so,  has  shown  a 
general  reluctance  to  challenge  Congress  on 
constitutional  gro\inds .  The  consequence  has  been  an 
erosion  of  the  Constitution  and  the  federal  structure  of 
our  political  system. 

One  aspect  of  the  federal  government's  intrusion  into 
the  jurisdiction  of  state  and  local  governments  is  the 
expanding  power  of  the  federally  created  Metropolitan 
Planning  Organizations  -  the  MPOs.  I  urge  your  Committee 
to  undertake  a  comprehensive  review  of  the  creation  and 
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expanding  role  of  these  federally  created  and  federally 
fiinded  central  planning  organizations.  It  is  my 
assertion  that  the  federal  government,  through  the 
creation  of  a  "federal  system  of  local  governments"  -  the 
MPOs  -  has  drastically,  and  unconstitutionally,  altered 
the  federal  structure  of  our  political  system  as  embodied 
in  the  Constitution. 

The  MPOs  constitute  a  structure  of  government 
decision  making  at  the  local  level  which  competes 
directly  with  the  structure  of  local  government  as 
established  by  the  states.  For  example,  these  federally 
created  and  federally  controlled  organizations  have  been 
given  governmental  power  and  responsibility  to  determine 
specific  road,  highway  and  transit  projects  to  be  funded 
and  to  approve  the  expenditure  of  both  federal  and  state 
funds  for  those  projects. 

The  exercise  of  these  governmental  powers  is 
accomplished  without  the  inconvenience  of  the 
constitutionally  mandated  one-person,  one-vote,  voting 
structure.   (In  our  local  MPO,  my  county,  Oakland,  with 
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a  population  of  over  1,083,000  has  three  votes  on  the 
Executive  Committee,  while  Monroe  County,  with  a 
population  o£  133,000,  also  has  three  votes.  Here, 
Oakland's  citizens  have  361, 197 -persons,  one  vote;  Monroe 
Coxinty,  44, 533-persons,  one  vote.  There  has  just 
recently  been  a  partial  change  in  the  voting  procedure  in 
our  MPO  as  a  result  of  our  initiative,  but  the  change  is 
a  long  way  from  the  one-person,  one-vote  principal. 

The  creation  of  these  MPOs,  their  expanding  role  and 
decision-making  powers  given  them  by  the  federal 
government  is  a  major  symptom  of  the  breakdown  of  the 
federal  system.  There  is  a  strong  body  of  opinion  in 
Washington  which  argues  that,  in  today's  global  economy, 
states  are  ineffective  engines  upon  which  to  base 
international  competition  and,  further,  local  governments 
are  irrelevant.   That  view  must  be  rejected. 

If  we  are  to  take  advantage  of  the  mandate  the  people 
have  given  us  -  we  must  devolve  authority  and 
responsibility  for  the  delivery  of  government's  services 
back  to  the  states  and  their  duly  constituted  structure 
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of  local  government,  and  cibolish  the  competing  federally 
created  storucture  of  local  government  -  the  MPOs . 


L.  BROOKS  PATTERSON 
OAKLAND  COUNTY  EXECUTIVE 
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CRAFT-TECH 

^^^  ENTERPRISES,  INC. 
1737Thunderblrd  •  Troy,  Michigan  48084 
(810)362-0090  •  FAX  (810)  362-8060 


FEB.  14.  1995 

OAKLAND  COUNTY  EXECUTIVE 

L  BROOKS  PATTERSON 

1200  NORTH  TELEGRAPH  •  DEPT.  409 

PONTIAC.  Ml  4^341-0409 

DEAR  MR.  PATTERSON 

AS  A  MICHIGAN  SMALL  BUSINESS  OWNER  WHO  HAS  BENEFITTED  FROM  THE  SMAU  BUSINESS 
ADMINISTRATIONS  604  LOAN  PROGRAM.  I  AM  WRITING  TO  REQUEST  YOUR  SUPPORT  FOR  THE 
CONTINUED  FUNDING  OF  THIS  OUTSTANDING  PROGRAM. 

MY  BUSINESS  WAS  RECENUY  ABLE  TO  CAPITALIZE  ON  THE  BENEFITS  OF  THIS  PROGRAM.  THE 
SBA  504  LOAN  PROGRAM  PROVIDED  THE  FINANCING  REQUIRED  TO  ADVANCE  MY  COMPANY'S 
GROWTH. 

I  WAS  IN  NEED  OF  A  LARGER  FACILITY  THE  SBA  HELPED  ME  BY  LOANING  ME  J450.000.00  SO  I 
COULD  PURCHASE  A  LARGER  BUILDING  AND  MOVE  MY  BUSINESS  FORWARD.  THIS  ENABLED  ME  TO 
INCREASE  FIFTEEN  NEW  JOBS. 

I  STRONGLY  URGE  YOU  TO  SUPPORT  THE  CONTINUATION  OF  THE  SBA  504  LOAN  PROGRAM.  THIS 
LOAN  PROGRAM  AFFORDS  SMAU  BUSINESS  THE  OPPORTUNITY  TO  ACCESS  FINANCING  AT  LOWER 
THAN  MARKET  RATES.  ALLOWING  THEM  TO  BE  COMPETITIVE  IN  GLOBAL  MARKETS.  SMALL  BUSINESSES 
ARE  THE  BACKBONE  OF  THE  NATIONS  ECONOMY.  CREATING  THE  NEW  JOBS.  UPGRADING 
TECHNOLOGY  AND  DIVERSIFYING  OUR  ECONOMIC  BASE. 

I  APPRECIATE  YOUR  SUPPORT  OF  THIS  PROGRAM.  IF  I  CAN  PROVIDE  YOU  WITH  ANY 
INFORMATION  ON  THE  BENEFITS  OF  THIS  PROGRAM.  PLEASE  FEEL  FREE  TO  CONTACT  ME. 

SINCERELY. 


GARYR 
PRESI 


GR/1V 
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1-75  Shell 

2419  E.  Eleven  Mile  Road  •  Royal  Oak,  MI  4«067  •  810-547-0110  •  Fax:  (810)  652-3832 
FeLruary  15,  1995 


Mr.  L.  Brooka  Patter»on 
Oaklana  County  Executive 
1200  N.  Telegraph 
Ponliac,  MI  48341 

Dear  Mr.  Patler»on: 

It'a  been  a  very  long  time  since  we  nave  naa  tne  opportunity  to  talk.    I  tniru:  the  last  time  was 
wnen  we  were  working  witn  Mr.  Heaalee.   Well,  a  lot  ot  positive  things  nave  nappenea  in 
Micnigan  since  tnen. 

I  just  wanted  to  take  a  moment  to  let  you  know  tnat  I  recently  nave  keen  involved  witn  tne  SBA 
504  loan  program  in  Oaklana  County.    I  nave  enclosed  several  letters  I  nave  written  to  my 
elected  otncials  letting  tnem  know  How  very  important  tnis  program  is  to  tne  small  Dusiness 
community.    My  story  may  oe  no  dirterent  tnan  a  Hundred  others,  however,  arter  working  my 
whole  life  on  my  business,  I  stood  the  chance  ot  loosing  it  all.   Thanks  to  this  program,  I  now  ieel 
conrident  about  the  nature  ot  my  business. 

Many  times  just  the  thought  oi  dealing  with  a  federally  runded  program  is  exhausting.    However, 

I  must  teil  you  that  the  people  in  charge  of  this  program  are  most  emcient.   The  person  with 
whom  we  have  had  the  most  dealings  is  Cheryl  Gault.    She  is  quite  a  gal.    Cheryl  has  handled  our 
situation  in  a  proncient  and  timely  tashion.    Our  phone  calls  were  returned  promptly  and 
questions  answered  competently. 

II  this  program  is  an  indication  ot  the  way  the  rest  ot  our  county  government  is  run  imder  your 
leadership,  then  Congratulations  on  a  job  well  done  and  with  your  choice  or  personnel. 

Sincerely, 


William  J.  Fox  ' 
President 

cc:  Cheryl  Gault 
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Representative  Knollenberg 
1221  Longworth 
Washington  DC  20515 

Dear  Joe  Knollenberg 


As  a  Michigan  small  business  owner  who  has  benefitted  from  the  Small 
Business  Administration's  504  loan  program,  I  am  writing  to  request  your 
support  for  the  continued  funding  of  this  outstanding  program. 

My  business  was  recently  able  to  capitalize  on  the  benefits  of  this  program. 
The  SBA  504  loan  program  provided  the  financing  required  to  advance  my 
company's  growth. 

My  son  and  I  have  a  small  company  that  services  the  auto  industry  by  storing 
and  managing  press  car  fleets.  We  currently  employ  27  people. 
After  three  years  of  renting  we  decided  to  purchase  our  own  facility, 
which  is  larger,  and  will  allow  us  to  take  on  other  fleets  that  we  had 
previously  turned  down  because  we  did  not  have  the  space.  We  expect 
to  move  into  our  new  facility  sometime  in  April.  We  have  also  made 
commitments  with  two  technicians,  one  travel  person,  and  one  porter  to 
begin  employment  with  us  when  we  move  into  the  building.  This  building, 
and  the  growth  that  it  will  mean  for  our  company,  and  the  jobs  that  will 
result,  would  never  have  come  about  if  it  were  not  for  the  SBA  504  program. 
Companies  like  mine  are  the  future  for  Michigan.  The  days  of  General 
Motors  and  companies  like  them  hiring  a  fat  work  force  are  over.  Programs 
like  the  SBA  504  are  a  great  help  to  companies  like  us  and  our  community. 


391  MINNESOTA  •  TROY,  Ml  48083  •  (313)  589-0440  •  FAX  (313)  589-0838 
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I  strongly  urge  you  to  support  the  continuation  of  the  SBA  504  loan  program. 
This  loan  program  affords  small  business  the  opportunity  to  access  financing 
at  lower  than  market  rates,  allowing  them  to  be  competitive  in  global 
markets.    Small  businesses  are  the  backbone  of  the  nation's  economy, 
creating  the  new  jobs,  upgrading  technology  and  diversifying  our  economic 
base. 

I  appreciate  your  support  of  this  program.    If  I  can  provide  you  with  any 
fijrther  information  on  the  benefits  of  this  program,  please  feel  free  to  contact 
me. 

Sincerely 


bmcereiy, 

Laura  LaBo 

CEO  Shows  &  Shoots  Ltd. 
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UNITED  STATES  of  America.  Appellee. 

V. 

Pedro  R.  VICTORIA-PEGUERO. 
Defendant,  Appellant 

UNITED  STATES  of  America.  Appellee. 

V. 

Fernando  W.  ANGLADA  ALVAREZ. 
Defendant.  Appellant. 
Nos.  89-2189.  90-1045. 


U.S.  V.  VICTORIA-PEGUERO 

cite  u  920  F.2d  77  (UlClr.   1990) 

3.  Customs  Duties  ®=>126(6) 

Puerto  Rican  police  officers  were  prop- 
erly designated  as  "customs  officers"  by 
Secretary  of  Treasury,  and  thus,  were  au- 
thorized to  conduct  search  of  vessel  that 
was  stopped  1.5  miles  from  shore  when 
boarding  occurred.  Tariff  Act  of  1930, 
§§  401(i),  581(a),  19  U.S.C.A.  §§  1401(i), 
1581(a). 

Sec  publication  Words  and  Phrases 
for  other  judicial  constructions  and 
definitions. 


United  States  Court  of  Appeals, 
First  Circuit. 

Heard  July  31,  1990. 

Decided  Nov.  27,  1990. 

Rehearing  and  Rehearing  En  Banc 
Denied  in  No.  89-2189  Feb.  15,  1991. 

Defendants  were  convicted  in  the  Unit- 
ed States  District  Court  for  the  District  of 
Puerto  Rico,  Jaime  Pieras.  Jr.,  J.,  of  viola- 
tion of  the  statute  prohibiting  possession  of 
controlled  substances  on  vessels  entering 
the  United  States'  territorial  and  customs 
waters.  Defendants  appealed.  The  Court 
of  Appeals,  Selya,  Circuit  Judge,  held  that: 
(1)  evidence  supported  the  finding  that  the 
vessel  was  only  1.5  miles  from  shore  when 
the  boarding  occurred;  (2)  Puerto  Rican 
officers  could  be  designated  as  "customs 
officers"  for  purposes  of  the  search;  and 
(3)  sufficient  evidence  supported  the  convic- 
tion. 

Affirmed. 

1.  Customs  Duties  0=126(1) 

Sea  boundary  of  United  States  territo- 
ry comprises  border  for  Fourth  Amend- 
ment purposes.    U.S.C.A.  ConstAmend.  4. 

2.  Criminal  Law  -3=394.6(4) 

Evidence  supported  district  court's 
findings  that  vessel  was  only  1.5  miles 
from  shore  when  boarding  occurred,  and 
that  search  of  vessel  took  place  at  function- 
al equivalent  of  border,  despite  testimony 
of  government  witness,  who  had  been  ship- 
mate aboard  boat,  that  search  took  place 
6.5  miles  from  shore.  Tariff  Act  of  1930, 
§§  40l(j).  581(a),  19  U.S.C.A.  §§  1401(j). 
1581(a);    U.S.C.A.  Const.Amend.  4. 


4.  Customs  Duties  «=126(1) 

Designation  forms  received  by  Puerto 
Rican  police  officers  stating  that  they  could 
act  as  "customs  officers"  with  respect  to 
searches  of  vessels  stopped  at  functional 
equivalent  of  border  were  valid,  even 
though  designating  officer's  signature  was 
mechanically  reproduced,  and  despite  asser- 
tion that  officers  never  obtained  permission 
from  Customs  Service  "watch  commander" 
before  searching  certain  vessel;  imprint 
implemented  designating  officer's  avowed 
intention,  and  person  who  authorized 
search  was  "functional  equivalent"  of 
watch  commander.  Tariff  Act  of  1930, 
§§  401(i),  581(a).  19  U.S.C.A.  §§  1401(i), 
1581(a). 

5.  Jury  ®=131(8) 

Where  government  agents  are  apt  to 
be  key  witnesses,  trial  court,  particularly  if 
seasonably  requested,  should  ordinarily 
make  inquiry  into  whether  prospective  ju- 
rors are  inclined  to  give  greater  faith  in 
agents'  testimony  merely  by  virtue  of  their 
official  positions;  phrasing  of  inquiry  is  up 
to  judge,  but  failure  to  make  any  inquiry  at 
all  is  usually  error. 

6.  Criminal  Law  <s=>1166.16 

While  court's  refusal  of  defendant's 
request  at  voir  dire  to  ask  prospective  ju- 
rors whether  they  would  give  greater  cre- 
dence to  testimony  of  government  agents 
was  error,  it  was  not  reversible  error; 
Government's  case  was  very  strong, 
agents'  testimony  was  largely  corroborated 
by  two  of  defendants'  accomplices  testify- 
ing under  agreement  with  Government, 
and  many  of  matters  on  which  agents'  tes- 
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timony  was  hotly  disputed  were  resolved 
by  judge,  not  jury. 

7.  Jury  «=33(1.1).  72(3) 

Where  there  was  shortfall  in  jury  pool, 
jury  clerk's  decision  to  summon  by  tele- 
phone six  jurors  who  had  finished  their 
normal  term  of  jury  service  two  years  earli- 
er did  not  deprive  defendant  of  his  Sixth 
Amendment  right  to  jury  representative  of 
fair  cross  section  of  society:  six  recycled 
venire  persons  were  identified  as  potential 
jurors  according  to  neutral,  nondiscrimina- 
tory criterion,  i.e.,  completion  of  month's 
jury  service  in  court  more  than  two  years 
before.    U.S.C.A.  Const.Amend.  6. 

8.  Criminal  Law  <3=»737(1) 

Court  properly  refused  to  instruct  jury 
to  acquit  if  it  found  that  Customs  Service 
supervisor  who  authorized  search  of  vessel 
boarded  1.5  miles  from  shore,  which  was 
functional  equivalent  of  border,  was  not 
empowered  to  authorize  search;  question 
whether  supervisor  was  so  authorized  was 
factual  determination  to  be  made  as  part  of 
Fourth  Amendment  inquiry  rather  than  ele- 
ment of  substantive  offenses  with  which 
defendants  were  charged.  Tariff  Act  of 
1930,  §  401(i),  19  U.S.C.A.  §  1401{i);  U.S. 
C.A.  Const.Amend.  4. 

9.  Criminal  Law  0=1144.13(3) 

In  reviewing  district  court's  denial  of 
motion  for  judgment  of  acquitul.  Court  of 
Appeals  considers  evidence  as  whole  in 
light  most  favorable  to  Government.  Fed. 
Rules  Cr.Proc.Rule  29,  18  U.S.C.A. 

10.  Criminal  Law  «=394.6(4) 
Testimony  of  Puerto  Rican  police  offi- 
cers who  searched  vessel  was  sufficient  to 
support  finding  that  vessel  was  1.5  miles 
from  shore  when  boarding  occurred  and 
that  search  of  boat  took  place  at  functional 
equivalent  of  border.  Maritime  Drug  Law 
Enforcement  Act,  §  3(a),  46  U.S.C.A.App. 
§  1903(a);  Comprehensive  Drug  Abuse 
Prevention  and  Control  Act  of  1970, 
§  1002(a),  21  U.S.C.A.  §  952(a). 

11.  Drugs  and  Narcotics  «=123(2) 

Sufficient  evidence  supported  convic- 
tions for  violation  of  statutes  prohibiting, 
inter   alia,    possession    of   controlled   sub- 


stance on  board  vessel  entering  United 
States'  territorial  and  customs  waters;  de- 
fendant's shipmate  testified  that  defendant 
initially  consulted  him  about  buying  new 
boat,  helped  repair  boat,  helped  load  air- 
conditioning  equipment  behind  which  co- 
caine was  found,  and  that  defendant  paid 
shipmate  for  his  services.  Maritime  Drug 
Law  Enforcement  Act,  §  3(a),  46  U.S.C.A. 
App.  §  1903(a);  Comprehensive  Drug 
Abuse  Prevention  and  Control  Act  of  1970, 
§  1002(a),  21  U.S.C.A.  §  952(a);  18  U.S. 
C.A.  §  2. 

12.  Criminal  Law  «=589(1) 

Defendants  were  not  entitled  to  contin- 
uance on  ground  that  Government  and  de- 
fendant's accomplices  had  reached  agree- 
ment whereby  accomplices  would  testify 
for  prosecution. 

13.  Criminal  Law  <S=414 

Evidence  showed  that  defendant's 
statement  to  police  was  voluntary;  before 
speaking  to  police,  defendant  was  advised 
of  his  rights,  said  that  he  understood  them, 
and  signed  a  waiver,  and  record  did  not 
even  hint  existence  of  circumstances  show- 
ing that  his  will  was  overborne  because  of 
coercive  police  conduct.  U.S.C.A.  Const. 
Amend.  5. 


Luis  Rafael  Rivera,  for  appellant  Pedro 
R.  Victoria-Peguero. 

Guillermo  Ramos  Luina,  with  whom  Har- 
ry Anduze  Montano,  was  on  brief,  for  ap- 
pellant Fernando  W.  Anglada  Alvarez. 

Thomas  M.  Gannon,  Atty.,  U.S.  Dept.  of 
Justice,  with  whom  Daniel  F.  Lopez-Romo, 
U.S.  Atty.,  and  Jorge  E.  Vega  Pacheco, 
Asst.  U.S.  Atty.,  were  on  brief,  for  U.S. 

Before  CA.MPBELL.  Circuit  Judge. 
BOWNES,  Senior  Circuit  Judge,  and 
SELYA,  Circuit  Judge. 

SELYA,  Circuit  Judge. 

When  drug  runners  chance  to  ask  the 
marine  police  for  weather  advisories,  it  is 
fairly  safe  to  predict,  as  these  appeals  illus- 
trate, that  storm  clouds  will  soon  gather. 
The  tale  follows. 
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OAKLAND  COUNTY  LOCAL  DEVELOPMENT  COMPANY 
SUMMARY  OF  1994  ACTIVITY 


Loan  Statistics 

The  Oakland  County  Local  Development  Company  has  completed  its  most  active  year  ever 
in  assisting  small  businesses  in  1994.  Over  $2L3  million  in  loans  were  completed  in  1994, 
bringing  the  total  since  1982  to  $82.5  million.  The  OCLDC  participated  in  $8.3  million  in 
debentures  in  1994,  for  a  total  of  $32.3  million  since  1982.  As  a  result  of  this  effort,  over 
4,100  jobs  have  been  retained  or  created  in  Oakland  County  and  the  local  tax  base  has 
increased  by  over  $2.1  million. 

Summary  of  1994  Loan  Related  Activities 

it  of  Loans 
LDC  Board  Approved  42 

SBA  Approved  35 

SEA  Declined  0 

Debentures  Sold  21 


Loan  Classifications 

The  OCLDC  approved  loan  requests  for  the  following  types  of  businesses: 

Manufacturing  23 

Service  14 

Retail  3 

Wholesale/Distribution  2 

Bank  Participation 

The  following  banks  participated  in  completed  projects  (21  sold  debentures)  in  1994: 


ft  of  Loans 

Comerica  Bank 

10 

NBD  Bank 

6 

First  of  America 

3 

Michigan  National  Bank 

1 

Society  Bank 

1 
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The  following  banks  have  committed  funding  to  the  35  projects  approved  by  the  SBA  in 
1994: 

NBD  Bank  19 

Comerica  8 

Huntington  Banks  3 

First  of  America  2 

Michigan  National  Bank  1 

Chrysler  Credit  Corporation  1 


Oxford  Bank  i 

Interest  Rates 

Chairman  Greenspan's  multiple  rate  hikes,  bringing  the  prime  lending  rate  to  8.5%  by  year 
end   had  its  effect  in  our  bond  market.   The  debenture  rates  during  1994  followed  all  market 
interest  rates  on  an  upward  climb  from  a  low  in  January  of  5.5%  (10  year)  and  6.5% 
(20  year)  to  year  end  rates  of  7.85%  (10  year)  and  8.4%  (20  year).    While  these  rates  are 
considerably  higher  than  we  could  offer  two  years  ago.  the  504  loans  remam  unbeatable, 
with  the  ability  to  fix  these  rates  over  the  long  term. 

Status  of  the  SBA  504  Program 

•  New  Administrator  Appointed 

Philip  Lader,  former  White  House  Deputy  Chief  of  Staff,  was  confirmed  by  the 
U.S.  Senate  as  the  new  Administrator  of  the  SBA  on  October  8.  1994.  Erskine 
Bowles  was  named  Deputy  Chief  of  Staff  for  White  House  Operations. 

•  Fiscal  Year  1995  Congressional  Appropriation 

The  1995  lending  authority  for  the  504  loan  program  was  increased  to  $1.43  billion 
from  $1  billion  in  1994. 

•  504  Fiscal  Year  Growth 

The  504  program  completed  a  record  breaking  year  with  3.749  loan  approvals  . 
totalling  $1.29  billion.  59%  more  dollars,  and  53%  more  loans  than  FY  1993.   This 
was  the  largest  yearly  increase  in  the  history  of  the  program. 

•  Michigan  SBA  Activity 

The  Detroit  SBA  District  office  approvals  for  1994  were  up  36%  for  7(A)  and  57  k 
for  504  loan  requests  for  a  total  of  515  loans  approvals:    438  -   7(A).   77  -  504. 
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•  ALP/PCLP  Programs 

Congress  approved,  in  the  same  bill  as  the  503  prepayment,  the  creation  of  a 
permanent  Accredited  Lenders  Program,  formerly  a  pilot  program;    and  a  pilot  3 
year  premier  Certified  Lenders  Program.    The  programs  will  afford  participating 
CDC's  expedited  turn-around  for  loan  approvals  and  servicing  requests. 

•  503  Prepayment 

President  Clinton  signed  legislation  approved  by  Congress  to  provide  relief  from 
burdensome  prepayment  penalties  for  503  borrowers. 

•  7(A)  Loan  Limit  Lowered  to  $500,000 

The  maximum  total  limit  for  the  SBA  7(A)  loans,  both  guaranteed  and  non- 
guaranteed  portions,  was  reduced  from  $750, OCX)  to  $500,000  effective 
January  1  1995.   The  504  limit  remained  untouched. 


CDC  Ranking 

For  SBA's  fiscal  year  ending  September  30,  1994,  the  OCLDC  again  placed  first  in 
activity  in  Michigan  of  a  total  of  1 1  CDC's.    Only  9  CDC's  in  the  state  recorded  any  activity 
during  fiscal  year  1994.   The  OCLDC's  state  ranking  is  detailed  below. 

#  of  Applications 
Name  of  CDC  Approved  for  FY  1994 

OAKLAND  COUNTY  LOCAL  DEVELOPMENT  COMPANY       32 

Metro.  Growth  and  Development  (Wayne  &  Macomb  Co.)  13 

Economic  Development  Foundation  (Grand  Rapids)  10 

Michigan  Certified  Develop.  Corp.  (State-wide)  9 

Ottawa  County  Development  Co.  Inc.  7 

East  Central  Michigan  Development  Corp.  3 

Growth  Finance  Corporation  2 

Detroit  Economic  Growth  Corporation  1 

Greater  Northwest  Regional  Development  Corp.  0 

Northeast  Michigan  Development  Company  0 

Lapeer  Development  Corporation  0 
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Chairman  DOMENICI.  Are  local  MPOs  the  equivalent  of  councils 
of  government? 
Mr.  Patterson.  Yes,  exactly. 
Chairman  DOMENICI.  Kathy,  would  you  proceed,  please? 

STATEMENT  OF  KATHY  KUHN,  CHAIRPERSON,  KENT  COUNTY 
BOARD  OF  COMMISSIONERS,  MICHIGAN 

Ms.  KuHN.  Good  morning.  My  name  is  Kathy  Kuhn.  I  am  the 
Chair  of  the  Board  of  Commissioners  of  Kent  County,  Michigan. 
We  are  a  county  of  about  500,000  people,  large  enough  to  be  one 
of  the  50  largest  in  the  country  and  small  enough  so  when  I  go  to 
the  local  store,  people  can  tell  me  what  they  think  about  county 
government. 

In  keeping  with  your  theme  of  less  is  more,  you  will  find  my 
statement  consists  of  one  page.  I  don't  intend  to  expand  upon  that. 

We  in  Kent  County  have  a  long  tradition  of  both  fiscally  respon- 
sible and,  I  believe,  good  quality  government.  We  do  that  in  a  num- 
ber of  ways — cooperative  work  between  governments,  and  partner- 
ships between  the  private  sector,  the  non-profit  sector  and  county 
government.  That  becomes  more  difficult  every  year.  Right  now,  50 
percent  of  every  tax  dollar  we  collect  locally  goes  into  the  law  en- 
forcement sector  of  our  budget,  which  leaves  us  very  little  to  do 
those  things  that  people  would  like  us  to  do. 

Let  me  give  you  a  couple  of  examples  of  things  that  have  hap- 
pened to  us  just  recently.  I  could  give  you  hours'  worth  of  testi- 
mony about  Federal  regulation,  and  you  certainly  don't  want  to 
hear  that,  but  let  me  give  you  a  couple  of  examples. 

We  have  a  closed  landfill  that  we  are  under  EPA  orders  to  mon- 
itor and  clean  up.  We  just  recently  spent  $300,000  on  part  of  that 
process.  Of  that  $300,000,  $80,000  worth  was  the  cost  of  preparing 
the  reports  for  the  EPA,  not  to  work  to  clean  it  up,  but  the  cost 
of  the  reports. 

We  have,  thanks  to  our  governor,  just  escaped  from  being  one  of 
three  counties  in  the  State  that  would  have  been  required  to  under- 
go emissions  testing  for  pollution  that  is  created  elsewhere  and, 
courtesy  of  Lake  Michigan,  shared  with  us. 

I  have  been  asked  by  our  local  airport  folks  to  mention  to  you 
the  Airport  Trust  Fund,  as  an  example  of  good  intentions  gone 
awry.  The  fee  on  airline  tickets  was  intended  to  help  local  units  ex- 
pand and  modernize  airports,  to  bring  dollars  to  that  community 
and  provide  growth.  In  Kent  County  last  year,  $13.4  million  was 
paid  into  that  fund;  $1.4  million  of  that  was  returned.  The  rest 

Chairman  DOMENICI.  We  are  just  waiting  around  to  give  it  to  you 
later.  [Laughter.] 

Ms.  Kuhn.  As  you  well  know,  the  rest  of  that  is  being  used  either 
to  support  the  FAA  or  to  help  balance  the  Federal  budget. 

But  to  go  back  to  Brooks'  comments  about  CSES,  Kent  County 
does,  in  fact,  have  a  new  computer  system.  We  were  not  allowed 
to  maintain  a  parallel  system  when  that  system  went  into  effect  on 
October  1.  There  was  not  a  check  issued  for  3^2  weeks  in  Kent 
County.  Now,  you  can  imagine  the  impact,  particularly  on  those 
who  are  living  on  marginal  income  anyway,  of  not  receiving  those 
checks,  and  then  the  catch-up  later. 
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The  effect  of  that,  right  now,  our  State  Senator  Glenn  Steil,  who 
represents  Kent  County,  has  had  so  many  calls  and  has  been  look- 
ing into  the  process  that  he  has  now  introduced  legislation  to  re- 
move the  friend  of  the  court  from  under  the  administration  of  the 
circuit  court  and  put  it  under  county  commissions,  because  at  least 
then  someone  will  return  phone  calls.  The  accountability  isn't  just 
a  Federal  problem.  Sometimes  it  is  a  State  problem,  too. 

I  strongly  support  the  work  that  Governor  Engler  is  doing,  par- 
ticularly in  the  block  grant  areas,  and  I  think  that  those  of  us  at 
the  local  government  trust  that  once  you  return  that  money  to  the 
State  to  provide  services,  the  States  will  then  return  it  to  the  local 
units  where  the  public  is  in  our  faces  about  what  government  is 
and  what  it  should  be. 

I  think  the  argument  that  you  can't  trust  States  ignores  the  po- 
litical realities  of  where  people  are  who  vote.  To  say  that  you  can't 
trust  local  governments,  the  closer  you  get  to  local  governments, 
the  quicker  the  accountability,  and  that  is  all  we  are  talking  about. 
We  are  talking  about  accountability  and  common  sense.  As  govern- 
ment has  grown,  those  have  disappeared. 

I  don't  believe  that  government  is  the  enemy,  and  I  don't  believe 
you  should  do  away  with  government,  and  I  don't  believe  you 
should  do  away  with  Federal  Government.  There  is  certainly  a 
clear  role  in  those  broad  policy  issues,  particularly  those  that  affect 
the  health  and  safety  of  the  population  of  this  country.  But  the 
micro-management,  the  implementation  of  those  broad  policies  is 
much  more  appropriately  left  down  to  the  local  level. 

Let  me  give  you  a  couple  of  examples.  In  mental  health,  we  have 
in  Kent  County,  I  believe,  one  of  the  Nationally-recognized  pro- 
grams. It  is  a  combination  of  State  and  local  dollars.  It  is  adminis- 
tered by  the  county  but  all  of  the  services  are  delivered  by  local, 
non-profit  organizations,  and  the  dollars  they  raise  privately  help 
match  the  dollars  we  provide. 

We  have  spent  tens  of  thousands  of  dollars  and  years  fighting 
with  HCFA  about  a  short-term  acute-care  psychiatric  facility  that 
helps  make  that  community  program  work  and,  in  fact,  have  had 
to  get  Federal  legislation  to  prevent  them  from  decertifying  that 
50-bed  facility  because  it  doesn't  meet  the  exact  language  of  legisla- 
tion that  was  written  in  the  mid-1960s. 

Chairman  Domenici.  Where  does  that  stand  now? 

Ms.  KUHN.  What  we  have  ended  up  doing,  we  had  a  waiver 
under  the  Federal  Budget  Act.  We  are  turning  over  the  operation 
of  that  facility  to  an  acute-care  hospital,  but  it  has  taken  us  4  years 
to  find  an  acute-care  hospital  willing  to  do  that.  Privatization  is 
certainly  appropriate.  All  we  were  trying  to  do  was  to  maintain  a 
public  access  to  those  beds  and  we  weren't  able  to  get  that  until 
we  found  a  community-based  hospital  that  really  was  interested  in 
not  just  making  money  but  maintaining  that  private 

Chairman  Domenici.  What  is  this  mental  health  delivery  system 
called?  What  is  it?  Do  you  have  a  name  for  it? 

Ms.  KUHN.  Community  mental  health.  In  the  State  of  Michigan, 
we  have  community  mental  health  boards  that  are  locedly  given  au- 
thority by  the  State  to  manage  dollars  within  the  community,  and 
it  is  part  of  the  county  government. 
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Chairman  Domenici.  Have  you  conceded  that  you  can't  do  any- 
thing about  that  acute-care  facility?  Is  that  what  you  are  saying, 
that  you  have  to  go  ahead  and  do  what  they  said? 

Ms.  KUHN.  What  we  have  done  is — yes,  because  we  fought  for  10 
years  to  try  and  get  HCFA  to  Hsten  to  reason. 

Chairman  DOMENICI.  Is  it  the  wrong  thing  to  do,  in  your  opinion? 
What  they  are  forcing  you  to  do  is  OK  or  not  so  OK  or  what? 

Ms.  KuHN.  I  think,  because  we  had  the  time  that  we  bought 
through  that  extension,  I  think  that  the  ultimate  answer  is  yes,  it 
is  going  to  be  OK.  If  we  had  to  do  it  4  years  ago,  I  think  what  we 
would  have  ended  up  with  is  denial  of  access  to  public  aid  clients 
because  they  don't  pay  as  much,  and  that  would  have  meant 
reinstitutionalization,  which  we  at  the  county  level  would  have 
been  paying  for  at  three  or  four  times  the  rate. 

Chairman  DOMENICI.  Actually,  the  Budget  Committee,  probably, 
in  terms  of  its  ordinary  jurisdiction,  could  not  do  anything  about 
that. 

Ms.  KuHN.  I  am  just  using  it  as  an  example. 

Chairman  DoMENici.  Let  me  just  tell  you,  I  have  an  abiding  in- 
terest in  things  that  have  to  do  with  severe  mental  illness.  My  wife 
and  I  kind  of  are  leading  advocates.  We  have  plenty  to  do  but  if 
you  think  there  is  something  we  could  do  on  that,  please  feel  free 
to  use  your  Senator  and  get  it  to  me  and  I  will  try. 

Ms.  KuHN.  Thank  you. 

ChairmEui  DOMENICI.  Thank  you  for  your  testimony.  I  under- 
stand what  you  are  saying  about  rules  and  regulations  is  germane. 
The  specifics,  we  can't  fix. 

Ms.  KuHN.  Absolutely. 

[The  prepared  statement  of  Ms.  Kuhn  follows:] 
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BOARD  OF  COUNTY  COMMISSIONERS 

300  Monroe  Avenue,  N.W. 

Grand  Rapids,  Michigan  49503 

-      Adnunistrativc  Office  (616)  336-3512 


February  23,  1995 

Senator  Pete  Domenici 
Senator  Spencer  Abraham 

Dear  Senators: 

Thank  you  for  the  opportunity  to  appear  before  you 
this  morning.   Given  the  short  advance  notice,  I  hope 
you  will  understand  that  my  comments  are  my  own 
personal  observations  and  may  not  be  reflections  of  a 
"Kent  County"  position. 

I  applaud  your  efforts  to  redefine  the  scope  and 
role  of  Federal  government.   Anyone  involved  in  local 
government  could  give  you  hours  worth  of  testimony 
about  the  burdens  of  federal  rules  and  regulations. 
Let  me  give  you  a  few  brief  examples.   Kent  County  has 
just  spent  $300,000  on  EPA  ordered  work  at  a  closed 
landfill.   Of  that,  $80,000  was  strictly  for  the  cost 
of  preparing  reports  for  the  EPA.   We  have  spent  years 
and  thousands  of  dollars  on  legal  fees  dealing  with 
HCFA  regulations  affecting  our  short  term  psychiatric 
facility  for  public  mental  health  clients. 

Thanks  to  Governor  Engler,  we  just  avoided  being 
one  of  three  counties  in  Michigan  being  forced  to 
undergo  emissions  testing  for  pollution  levels  created 
in  other  states  and  "shared"  with  us  via  Lake  Michigan. 
Airport  Improvement  Program  funds  being  collected 
locally  last  year  totaled  $13.4  million.   Of  that,  $1.4 
million  will  be  returned  to  reinvest  in  the  airport. 
The  rest  is  being  used  to  fund  the  FAA  or  being  held  as 
part  of  the  Federal  Unified  Budget  as  a  budget 
balancing  mechanism. 

I  support  Governor  Engler ' s  request  to  you  to  send 
our  tax  dollars  back  here  and  let  the  State  make 
decisions  about  the  use  of  those  dollars.   I  say  this, 
trusting  the  Governor  will  in  turn  allocate 
appropriately  back  to  local  government  to  provide  local 
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services. 

Having  said  that,  let  me  express  some  concern  that 
the  new  enthusiasm  for  tax  cutting  and  reducing  the 
size  of  Federal  government  needs  to  be  balanced  with 
recognition  that  our  national  leaders  do  have  a  role  in 
defining  broad  policy  especially  in  those  areas  that 
affect  the  health  and  safety  of  our  citizens.   Do  we 
need  an  EPA  writing  rules  for  every  landfill  or 
incinerator  operation  across  the  country?   I  do  not 
think  so.   On  the  other  hand,  do  we  totally  trust  the 
for-profit  business  community  to  "protect"  the 
citizens?  Again,  I  do  not  think  so. 

Your  task,  I  believe,  is  defining  the  balance 
between  too  much  government  and  no  government. 

I  look  forward  to  the  changes  I  see  happening.   We 
in  Kent  County  have  a  long  tradition  of  public-private 
and  public-non-profit  partnerships.   We  have 
constructed  museums,  symphony  halls,  and  arenas  using  a 
mix  of  private  with  local  and  State  tax  revenues.   We 
provide  excellent  quality  mental  health  services  to 
both  public  clients  and  private  pay  clients  through 
contracts  with  local  non-profit  organizations.   We  have 
recently  contracted  health  care  in  our  1,000  bed  jail 
to  a  private  firm. 

As  you  reduce  mandates  and  increase  flexibility, 
we  will  continue  this  effort  to  provide  effective, 
efficient  services  at  the  local  level  while  minimizing 
the  burden  on  the  taxpayer. 

Thank  you  again  for  the  honor  of  appearing  before 
you.  I  wish  you  well  in  the  giant  tasks  you  have  before 
you. 


Sincerely, 


Katherine/  0.  Kuhn 
Chairperson,  Kent  County 
Board  of  Commissioners 
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Chairman  DOMENICI.  Please,  Mr.  Cowan? 

STATEMENT  OF  DENNIS  COWAN,  MAYOR,  ROYAL  OAK, 

MICHIGAN 

Mr.  Cowan.  Good  morning.  I  am  Dennis  Cowan.  I  am  a  full-time 
practicing  attorney  and  I  am  a  part-time  mayor  of  Royal  Oak,  al- 
though my  wife  would  disagree  with  that  definition. 

Royal  Oak  is  a  mature  suburban  community  with  a  vibrant 
downtown  and  strong  neighborhoods.  It  is  a  middle  class,  mixed 
blue-  and  white-collar  city  with  a  population  of  67,000.  We  are 
heavily  residential,  with  only  9  percent  of  the  city  being  commer- 
cial or  industrial  properties. 

I  like  to  refer  to  those  of  us  in  local  government  as  being  in  the 
front-line  trenches  of  democracy  in  America.  We  have  more  day-to- 
day contact  with  taxpayers  than  any  other  unit  of  government.  We 
provide  a  greater  variety  of  daily  services  on  the  domestic  side  than 
any  other  governmental  unit.  Too  often,  we  have  been  overlooked 
by  the  Federal  Government  in  the  drafting  and  implementation  of 
legislation  which  impacts  our  communities  and  our  budgets. 

A  prime  example  is  the  1994  crime  bill,  which  in  its  original  form 
was  not  very  helpful  to  Royal  Oak.  The  strings  which  were  at- 
tached— a  unilateral  commitment  to  conmiunity  pohcing,  a  ques- 
tionable matching  formula,  and  other  requirements — were  too  re- 
strictive, and  our  City  Commission  decided  to  pass  on  making  di- 
rect application  for  new  police  officers. 

Our  need  in  Royal  Oak  is  not  so  much  street  officers — we  have 
already  made  that  commitment — but  detectives  who  investigate  un- 
solved crimes  and  process  our  annual  arrests.  Putting  more  police 
on  the  streets  is  popular,  but  it  is  only  part  of  the  overall  solution. 
Consequently,  I  would  welcome  the  recent  House  proposal  for  a 
block  granting  approach  and  let  each  of  our  communities  best  de- 
termine our  own  crime-fighting  priorities. 

In  Royal  Oak,  we  are  very  famiUar  with  the  block  grant  concept 
since  we  use  it  with  the  distribution  of  community  development 
funds.  In  1995,  we  will  receive  approximately  $1.6  million.  These 
precious  funds  are  devoted  to  a  low-interest-rate  housing  rehabili- 
tation loan  program,  sidewalk  improvements,  park  improvements, 
and  the  operation  of  our  community/senior  citizen  center,  from 
which  emanates  many  programs  for  independent  living. 

We  have  a  standing  citizen  committee  which  gives  great  scrutiny 
to  all  applications  for  funding.  While  this  panel  and  others  may 
have  heard  of  some  abuses  of  CDBG  fimds  in  other  geographic 
areas,  I  believe  the  program  in  Royal  Oak,  and,  for  the  most  part, 
all  communities  in  Oakland  County,  are  excellent  examples  of  local 
government  empowerment  with  appropriate  Federal  supervision.  In 
essence,  it  is  our  taxpayers  receiving  back  their  own  tax  dollars 
under  a  benevolent  Federal  eye. 

Conversely,  there  are  too  many  examples  of  inappropriate  Fed- 
eral intervention,  which  have  come  to  be  known  as  unfunded  msui- 
dates.  At  this  point.  Senator  Abraham,  I  would  like  to  personally 
thank  you,  on  behalf  of  many  mayors  and  county  supervisors  and 
county  officials,  since  you  took  the  time  to  confer  with  us  before 
your  vote  on  the  recent  unfunded  mandates  legislation.  One  mayor 
indicated  during  the  conference  call. 
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I  have  never  had  a  U.S.  Senator  want  to  speak  with  me,  let  alone  ask  me  for  my 
opinion  on  pending  legislation. 

So,  thank  you. 

A  recent  example  of  a  problematic  unfunded  mandate  is  the 
Americans  with  Disabilities  Act.  I  am  the  parent  of  an  impaired 
child.  I  think  my  wife  and  I  are  particularly  sensitive  and  support 
this  Act's  goals  and  objectives.  But  as  an  elected  official,  I  was 
faced  with  the  prospect  of  dealing  with  our  staffs  estimate  of  the 
nearly  $2.8  million  it  would  take  to  implement  its  requirements  in 
our  communities.  This  is  nearly  10  percent  of  our  annual  operating 
budget  and  we  would  have  had  to  make  drastic  reductions  in  criti- 
cal services,  such  as  police  and  fire,  to  offset  this  unfunded  man- 
date. 

I,  and  all  other  local  elected  officials,  welcome  and  fully  support 
the  recent  legislation  which  curtailed  unfunded  mandates,  and  we 
look  forward  to  continued  dialogue  on  this  critical  issue. 

Hand  in  hand  with  unfunded  mandates  goes  the  problem  of  bur- 
densome and  duplicative  Federal  regulation.  In  Royal  Oak,  the 
southern  part  of  our  community  is  in  a  regeneration  mode,  as 
neighborhoods  undergo  redevelopment  and  updating.  In  some  in- 
stances, we  have  found  it  necessary  to  acquire  older  and  often  mar- 
ginal housing  units,  particularly  along  major  mile  roads.  This  effort 
brings  us  face  to  face  with  what  is  known  as  the  Barney  Frank 
Amendments  to  the  block  grant  program.  This  law  requires  a  one- 
to-one  replacement  for  any  lower-income  housing  units  which  have 
been  eliminated. 

In  our  view,  this  law  conflicts  with  the  Uniform  Federal  Acquisi- 
tion and  Redevelopment  Act,  which  already  properly  provides  tax- 
payers with  assistance  in  finding  new  housing.  Why  is  such  an  ad- 
ditional penalty  to  our  community  necessary?  These  amendments 
simply  make  community  redevelopment  extremely  expensive  and 
raises  unnecessary  impediments  to  upgrade  housing  structures,  in- 
cluding old  hotels  and  motels. 

Gentlemen,  with  the  actions  of  Congress  in  the  last  50  days  and 
proposed  future  legislation,  I  feel  a  new  era  has  dawned  in  Federal 
and  local  government  relations.  It  appears  to  be  a  new  openness 
and  trust  with  local  units  of  government.  I  believe  these  efforts  will 
result  in  better  government  at  all  levels  for  all  of  our  constituents. 

Despite  the  burdens  and  naysayers,  I  believe  this  is  an  extremely 
important  and  exciting  time  to  be  an  elected  official,  whether  local. 
State,  or  Federal.  We  have  an  opportunity  to  create  a  better  Amer- 
ica. We  must  and  we  will  succeed  in  this  effort,  and  I  look  forward 
to  working  with  you  in  this  endeavor.  Thank  you. 

Chairman  DOMENICI.  Thank  you  very  much. 

Mr.  Guide? 

STATEMENT  OF  MICHAEL  GUmO,  MAYOR,  DEARBORN, 

MICHIGAN 

Mr.  GuiDO.  Mr.  Chairman,  Senator  Abraham,  my  name  is  Mi- 
chael Guido.  I  am  the  Mayor  of  the  City  of  Dearborn,  Michigan, 
and  the  immediate  past  president  of  the  Michigan  Association  of 
Mayors. 

The  first  step  in  any  major  transformation  is  the  recognition  that 
change  is  necessary,  and  I  applaud  the  Senators  on  this  panel  and 
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others  in  the  Federal  Government  who  recognize  that  the  services, 
the  systems,  and,  in  fact,  the  very  role  that  our  Federal  Govern- 
ment should  fulfill  in  the  lives  of  American  citizens  need  critical  re- 
view and,  in  some  cases,  dramatic  change. 

With  this  recognition  must  come  a  determined  commitment  to 
seeing  this  process  through  to  the  end.  Change,  however,  is  never 
pleasant,  especially  in  the  pubUc  sector.  Every  program,  every 
agency  has  a  constituency  that  will  be  impacted  by  your  actions. 
Further,  the  long  and  arduous  path  toward  the  modification  or 
elimination  of  any  part  of  government  is  fiill  of  obstacles  that  have 
stopped  more  good-intentioned  efforts  than  have  successfully  navi- 
gated this  difficult  course. 

I  say  to  you,  don't  be  swayed.  Your  success  is  directly  related  to 
the  strength  of  your  political  courage  and  personal  convictions,  and 
today,  more  than  ever,  I  truly  beheve  that  your  successes  directly 
relate  to  the  quality  of  this  countr/s  immediate  and  long-term  fu- 
ture. 

I  think  I  speak  for  all  of  my  colleagues  on  the  local  government 
level  when  I  say  that  we  want  to  be  partners  with  you  in  making 
these  changes  possible.  However,  the  basic  relationship  between 
the  Federsd  Government  and  those  of  us  at  the  local  level  must 
radically  change. 

When  I  said  that  we  wanted  to  be  partners  with  you,  that  is  ex- 
actly what  I  meant,  partners,  not  subjects.  All  too  often,  local  gov- 
ernment officials  are  treated  like  subjects,  who  are  made  to  follow 
the  rules  and  regulations  forced  upon  us  by  a  group  of  rulers  who 
think  they  know  what  is  best  for  us.  I  suggest  that  this  is  a  system 
similar  to  one  which  precipitated  an  oppressed  band  of  men  and 
women  to  set  sail  and  establish  a  new  country  founded  on  the  prin- 
ciple of  representative  government. 

More  ironic  than  this  evolutionary  twist  is  that  we,  on  the  local 
level,  are  treated  in  this  manner  despite  being  much  closer  to  the 
individuals  affected  by  your  rules  and  regulations. 

I  ask,  who  is  best  able  to  judge  the  needs  of  local  citizens  and 
their  ability  to  pay?  Is  it  a  distant  Congress  which  does  not  under- 
stand or  recognize  that  the  needs  of  citizen  vary  from  individual  to 
individual  and  from  city  to  city,  as  you  heard  here  today?  Is  it  a 
handful  of  legislators  who  decide  to  cure  all  of  societ/s  ills  with  all- 
encompassing  legislation?  Or  is  it  a  local  mayor  who  is  readily  ac- 
cessible and  serves  only  as  long  as  he  or  she  is  responsive  and  pro- 
duces results? 

When  was  the  last  time  that  you  heard  of  a  Michigan  citizen 
traveling  to  Washington  and  dropping  in  unannounced  and  without 
an  appointment  to  have  an  eyeball-to-eyeball  with  the  President  or 
a  Senator  or  a  Congressman?  Such  visits  happen  every  day  in  city 
halls  all  across  America,  and  mayors  who  don't  respond  don't  last 
very  long. 

We  know  the  cares  and  concerns  of  the  people  of  this  country.  We 
know  their  needs  and  desires.  Yet,  this  vast  resource  of  vital  infor- 
mation is  rarely,  if  ever,  tapped. 

I  think  the  answer  lies  in  the  very  basic  fact  that  there  is  an  ex- 
treme lack  of  trust  of  local  government  officials  on  the  part  of  our 
legislators  in  Washington.  How  else  can  one  explain  the  mountains 
of  bureaucratic  paperwork  that  accompany  every  Federal  program? 
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We  have  reached  a  point  where  this  crush  of  oversight  has  seri- 
ously diluted  the  effectiveness  of  any  Federal  program. 

As  an  example,  I  read  the  other  day  that  the  Federal  Govern- 
ment now  spends  more  on  regulating  travel  in  the  Defense  Depart- 
ment than  the  actual  cost  of  the  travel.  [Laughter.] 

Chairman  DOMENICI.  Would  you  state  that  again,  please?  I  didn't 
get  it. 

Mr.  GuiDO.  I  read  the  other  day  that  the  Federal  Government 
spends  more  on  regulating  travel  in  the  Defense  Department  than 
they  spend  on  the  actual  travel. 

Chairman  DOMENICI.  That  is  because  Congress  decided  we  knew 
how  to  do  it,  and  so  we  told  them  and  it  got  all  messed  up.  [Laugh- 
ter.] 

Mr.  GuiDO.  Obviously,  mistrust  comes  with  a  price  tag.  It  penal- 
izes those  of  us  who  strive  to  effectively  use  Federal  monies  to  ad- 
dress the  needs  and  concerns  of  our  collective  constituencies,  and 
it  prevents  us  from  developing  a  partnership  with  you  that  can 
work  to  benefit  all  of  those  we  both  serve. 

I  realize  that  this  partnership  comes  with  certain  responsibil- 
ities, a  responsibility  to  use  Federal  funds  for  what  they  were  in- 
tended to  be  used  for,  a  responsibility  to  use  those  dollars  as  effi- 
ciently and  as  effectively  as  possible,  and  a  responsibility  to  accept 
that  trade-offs  need  to  be  made  whenever  dealing  with  finite  re- 
sources. I  am  convinced  that  the  great  majority  of  local  government 
officials  are  ready  to  accept  those  responsibilities. 

You  must  remember  that  local  officials,  on  a  daily  basis,  are  face 
to  face  with  the  same  citizens  who  are  calling  for  a  responsive  and 
responsible  Federal  Government.  Do  you  think  that  these  citizens' 
demands  and  standards  change  when  dealing  with  local  govern- 
ments? The  answer  to  that  question  is  no.  In  fact,  their  demands 
and  standards  are  even  more  stringent,  given  that  local  efforts 
have  direct  effects  on  the  quality  of  their  lives. 

We  are  ready  for  a  true  partnership  with  you.  Senators.  The  re- 
quest of  our  presence  here  today  indicates  to  me  that  you  may  be 
ready  for  this  partnership  as  well.  Like  companies  across  this  great 
land  who  have  cut  costs  and  greatly  improved  services,  you,  too, 
must  push  authority  and  responsibility  down  to  the  level  of  direct 
service  intervention.  Our  present  predicament  suggests  that  gov- 
ernment service  from  afar  does  not  work  that  well. 

Please  give  us  the  authority  and  the  money  to  do  our  jobs,  and 
we  will  give  you  accountability  and  results.  Give  us  a  meaningful 
role  in  the  design  and  implementation  of  programs  and  policies  for 
the  people  that  we  know  and  we  will  give  you  satisfied  customers. 
Give  us  trust  and  respect  and  we  will  give  you  the  synergy  of  a 
partnership  that  will  raise  service  levels  to  heights  previously  un- 
known. 

As  I  indicated  in  the  beginning  of  my  testimony,  we  no  longer 
have  the  luxury  of  time  to  address  the  serious  shortcomings  of  our 
Federal  System.  This  challenge  is  calling  for  a  response. 

Therefore,  we  must  clarify  our  vision  of  the  role  the  Federal  Gov- 
ernment should  play  in  the  21st  century  and  we  must  establish 
goals  and  objectives  with  distinct  timetables  and  milestones  to 
guide  our  efforts.  We  must  pursue  and  incorporate  continual  feed- 
back to  monitor  our  progress,  and  we  must  assign  responsibility. 


153 

expect  accountability,  and  reward  success.  Most  of  all,  we  must 
view  and  treat  each  other  as  partners  who,  together,  can  accom- 
plish what  each  of  us  can't  alone. 

Thank  you  very  much. 

Chairman  DOMENICI.  Thank  you  very  much. 

Senator  Abraham? 

Senator  ABRAHAM.  Thank  you  very  much. 

I  think,  as  we  try  to  address  the  budget,  there  are  certainly  two 
or  three  different  broad  concerns  that  I  have  in  terms  of  how  we 
might  reduce  the  growth  of  government,  and  there  are  two  or  three 
solutions  that,  I  think,  are  at  hand. 

One,  of  course,  is  the  one  we  have  been  talking  about  in  terms 
of  returning  control  of  programs,  in  the  block  grant  context,  to 
State  and  local  governments.  So  I  guess  I  would  like  to  start  by 
asking  each  of  you  if  you  have  any  specific  ideas  as  to  the  kinds 
of  program  areas  that  you  think  local  governments  are  better 
equipped  to  handle  and  run  and  regulate  than  the  Federal  Govern- 
ment. 

I  would  just  preface  my  question  with  this  statement.  Sometimes 
these  things  come  to  people  a  little  later  on.  I  would  be  interested 
if,  in  follow-up  after  today,  if  other  ideas  beyond  the  ones  you 
might  mention  to  us  this  morning  come  to  mind,  that  you  will  let 
our  office  know,  because  we  are  looking  for  areas  where  we  can 
move  in  the  direction  of  the  partnership  that  Mayor  Guido  was 
mentioning. 

I  would  just  be  curious  in  the  areas  where  you  feel  we  should  be 
looking  to  the  local  governments  rather  than  the  Federal  Govern- 
ment or  the  State  government  to  be  the  principal  unit  of  govern- 
ment involved. 

Mr.  Patterson.  Let  me  start.  Senator  Abraham.  Of  my  $440 
million  budget,  we  spend  $100  million  in  community  mental  health, 
so  it  is  a  substantial  part,  and  more  than  that  on  law  enforcement. 
I  think  Mayor  Dennis  Cowan  made  an  excellent  point,  that  when 
the  crime  bill  passed  in  its  original  form  with  the  strings  attached, 
most  of  my  communities  did  not  participate. 

I  think  block  granting  that  money  back  and  letting  us  decide 
whether  we  are  going  to  put  it  into  on-board  terminals  for  police 
cars  or  to  a  mug  shot  system  that  we  are  trying  to  develop,  very 
costly,  makes  more  sense  to  us.  I  agree  with  the  gentleman  before 
me  and  Dennis  now,  that  that  type  of  block  granting  in  law  en- 
forcement, and  certainly  in  the  community  mental  health  program, 
makes  up  substantially  the  vast  majority  of  dollars  we  spend  here 
in  the  county.  The  more  control  we  have  over  that,  we  can  utilize 
those  dollars  to  bring  more  people  into  the  program. 

We  are  in  the  process  now  of  moving  from  shared  management 
with  the  State  to  total  management  at  the  county  level.  As  we 
move  into  total  management,  I  think  we  are  the  last  county  in 
Michigan  to  make  that  move,  we  are  doing  so  very  tediously.  We 
have  a  m3rriad  of  programs  that  have  to  be — we  are  now  in  the 
process  of  contracting  those  out  to  the  private  sector,  and  if  we  re- 
duce the  cost,  we  will  bring  more  people  into  the  program. 

So  we  are  doing  what  we  are  asking  you  to  do.  We  took  from  the 
State  the  responsibility  of  administering  a  $7  billion  additional 
part  of  community  mental  health,  and  mine  was  $100  million,  and 
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the  result  is  that  the  stakeholders  are  participating  in  the  process 
and  we  are  now  spreading  more  programs  over  more  people.  So 
block  granting,  to  me,  is  the  wave  of  the  future  and  I  hope  you  will 
support  it. 

Ms.  KUHN.  I  think  Brooks  has  adequately  addressed  the  law  en- 
forcement piece,  which  was  the  first  one  which  came  to  mind  to  me. 
When  I  looked  at  the  original  crime  bill  and  it  had  200,000  cops, 
all  I  could  think  was,  OK,  that  means  more  prosecutors,  that 
means  more  money  for  defense  of  the  indigent,  it  means  more 
money  for  the  jails,  it  means  more  money  for  treatment  programs. 
There  has  to  be  a  balance,  and  I  think  that  balance  is  best  deter- 
mined locally,  because  crime  is  committed  locally  and  that  varies 
from  region  to  region. 

But  the  area  that,  I  think,  probably  where  you  would  not  only 
probably  gain  the  most  in  terms  of  savings  but  affect  people's  lives 
most  positively  is  that  in  the  human  service  area.  Being  actively 
involved  on  both  our  local  mental  health  board,  involved  on  public 
health  and  at  the  National  Association  of  Counties  level,  clients 
don't  come  in  divisions.  People  don't  come  with  a  piece  of  their  body 
that  needs  mental  health  service  and  a  piece  that  needs  public 
health  service  and  a  piece  that  goes  to  social  service,  and  yet,  that 
is  how  we  treat  them. 

Even  from  the  State  level  down,  the  funding  streams  make  it  al- 
most impossible  for  them  to  access  the  service,  but  also  greatly  in- 
crease the  cost.  For  every  child  that  isn't  treated  appropriately,  you 
end  up  paying  a  bigger  price  down  the  road,  and  I  will  give  you 
one  quick  example. 

I  am  on  a  board  that  is  interested  in  looking  at  the  zero  to  two 
population  under  Part  H  of  the  education  bill  for  early  interven- 
tion. We  did  a  little  survey  of  clients  and  one  of  the  families  we 
visited,  the  woman  said,  and  she  had  children  involved  with  protec- 
tive services,  she  was  on  AFDC,  she  had  a  child  who  had  emotional 
illness,  she  said,  I  would  do  a  lot  better  raising  my  kids  if  I  had 
more  time.  The  woman  that  we  sent  to  investigate  this  home  was 
the  sixth  social  worker  in  that  house  that  day.  Think  of  the  cost 
of  that. 

Mr.  Cowan.  One  other  area  that  comes  to  mind  is  transportation 
dollars,  particularly  with  respect  to  major  and  local  streets.  I  think 
that  would  be  an  area  we  could  do  a  very  good  job  on. 

I  want  to  share  with  you  a  little  more  on  what  Mr.  Patterson 
mentioned  about  the  stEikeholders,  our  citizens,  in  the  block  grant 
fund  process.  We  have  a  wide  range  of  committees  that  monitor 
those  funds.  I  wish  you  could  see  these  people  and  how  hard  they 
work.  They  really  feel  they  are  part  of  government.  And  we  all  try 
I  know,  in  this  county,  and  in  Mike's  community,  to  get  more  peo- 
ple involved  because  they  feel  they  are  part  of  the  process.  I  would 
welcome  that. 

I  will  give  you  an  example.  When  I  first  became  mayor,  we  had 
a  $2.8  million  deficit  staring  us  in  the  face  and  our  bond  rating 
went  down.  We  turned  that  around  because  we  helped  put  together 
an  Asset  Management  Committee.  We  got  four  or  five  people  fi^^om 
the  private  sector — a  couple  of  CPAs,  an  insurance  executive,  a 
bank  auditor — and  we  asked  them  to  work  with  our  staff  and  work 
with  our  City  Council  and  put  together  a  turnaround  plan.  We  put 
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it  in  process  and  it  is  working.  The  reason  why  is  because  we 
reached  out  to  the  private  sector  and  asked  them  to  give  us  some 
help,  because  those  people  are  stakeholders. 

Gentlemen,  if  you  want  us  to  bring  that  Asset  Management  Com- 
mittee to  Washington,  we  will  bring  it.  [Laughter.] 

Chairman  DOMENICI.  I  will  tell  you,  if  we  tried  to  help  you  with 
that,  we  still  wouldn't  have  it  done.  [Laughter.] 

Mr.  GuiDO.  When  I  became  mayor,  we  had  the  opportunity  to 
reinvent  government,  before  it  became  a  popular  catch  phrase.  In 
the  last  7  out  of  9  years,  we  have  been  able  to  lower  our  millage 
rate.  We  have  been  able  to  privatize.  We  have  been  able  to  change 
the  way  we  fund  things.  We  have  the  largest  Arabic  population 
outside  of  the  Middle  East  in  my  city.  We  have  been  able  to  use 
our  block  grant  funds  to  help  develop  these  people  into  entre- 
preneurs, and  they  have  been  successful  in  taking  an  old  and  aged 
business  district  and  transforming  it  into  one  for  today. 

Those  are  the  things  we  can  do  with  block  grant  dollars  because 
we  know  what  our  local  needs  are.  It  has  worked  effectively  for  us. 
We  have  been  able  to  be  successful  in  that  regard  because  we  knew 
where  and  we  knew  the  people  that  could  help  make  it  happen.  So 
I  would  urge  you  Senators  to  continue  those  programs. 

Senator  Abraham.  Let  me  just,  if  I  could,  because  of  the  time, 
I  am  not  going  to  get  into  the  second  area  here,  but  what  I  would 
really  appreciate  is  thoughts  you  might  have  in  the  area  of  privat- 
ization. I  know  that  a  lot  of  the  communities  represented  here  have 
done  things  by  privatizing  various  services  that  government  pre- 
viously handled  itself. 

Our  office  would  appreciate  you  giving  some  advice  and  counsel 
there,  because  one  of  the  things  Chairman  Domenici  has  done  in 
the  context  of  our  budget  process  is  to  examine,  put  a  task  force 
together  to  examine  ways  on  the  Federal  level  that  we  might  ex- 
plore cost  efficiencies  in  the  private  sector.  So  I  will  leave  that  as 
a  charge.  We  will  be  back  in  touch  and  would  appreciate  that. 

Thank  you. 

Chairman  Domenici.  Thank  you  very  much. 

I  wanted  the  two  mayors  to  know  that  I  was  a  mayor  once,  a 
long  time  ago.  How  long  have  you  been  mayor? 

Mr.  GuiDO.  About  10  years. 

Chairman  DOMENICI.  And  you? 

Mr.  Cowan.  Two. 

Chairman  DOMENICI.  You  see,  I  adopted  a  philosophy  about 
being  mayor  that  if  you  want  to  go  up  politically,  you  have  to  get 
in  a  mayor's  job  quick  and  get  out  quick.  [Laughter.] 

So  I  went  to  the  United  States  Senate  after  4  years.  I  didn't  have 
much  of  a  stopover. 

Mr.  GuiDO.  Senator,  Ms.  Kuhn  just  mentioned  that  you  are  as- 
suming that  is  up,  going  from  mayor.  [Laughter.] 

Ms.  KuHN.  Thank  you. 

Chairman  Domenici.  I  tell  you,  I  wasn't  getting  paid  when  I  was 
mayor  back  then. 

Mr.  GuiDO.  And  it  is  still  the  same  today,  sir.  [Laughter.] 

Ms.  Kuhn.  It  is  public  service. 

Chairman  DOMENICI.  In  fact,  I  was  a  young  lawyer.  I  have  eight 
children,  and  by  the  time  I  got  out  of  the  mayorship,  I  had  all  eight 
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of  them.  I  had  six  when  I  went  in.  I  had  a  young  law  partner  who 
was  sort  of  helping  me  make  a  living  and  he  used  to  travel  around 
Albuquerque  as  he  met  clients  and  made  funny  remarks.  He  said, 
"I  am  the  only  bachelor  who  is  supporting  a  husband,  a  wife,  and 
eight  kids."  [Laughter.] 

He  was  supporting  us  because  I  didn't  have  time. 

I  have  four  questions  that  I  am  just  going  to  submit  to  you  all. 
They  have  to  do  with  your  giving  us  some  examples  of  duplication 
in  the  Federal  Government  and  some  definitions  on  our  minimal- 
type  oversight.  That  way,  if  we  were  to  pass  some  of  these,  we  will 
put  some  performance  standards  in  that  won't  be  burdensome  to 
you  all,  and  then  we  will  look  in  3  or  4  years. 

Frankly,  I  might  say  to  all  of  you,  every  hearing  we  have  these 
days  about  almost  an3^hing  brings  forth  an  absolute  plethora  of 
specifics  about  where  the  FedersJ  Government's  rules  or  regula- 
tions make  no  sense.  In  fact,  it  is  so  pervasive  as  we  conduct  hear- 
ings across  government  that  it  is  very  hard  to  get  a  handle  on  how 
we  ought  to  fix  them. 

Some  people  think  you  ought  to  fix  the  regulatory  process  in 
some  generic  way,  like  just  putting  citizen  review  boards  in  to  re- 
view them  or  forcing  the  bureaucracy  to  have  every  regulation 
looked  at.  Having  the  performance  of  bureaucrats  looked  at  by  out- 
siders is  the  idea.  You  would  interview  the  consumers  and  see  how 
they  are  doing,  and  have  that  information  submitted,  not  to  the 
employees,  but  to  the  Congress  and  their  bosses. 

I  don't  know  which  way  to  go  yet,  but  we  had  another  couple  ex- 
amples here.  We  had  one  on  Barney  Frank's  housing,  one  for  one. 
It  is  so  pervasive  that  there  is  no  question  that  it  must  have  been 
going  on  for  40  years  and  that  we  don't  do  enough  oversight. 

Now  is  a  very  right  time  in  our  history  to  see  if  we  can't  make 
government  more  efficient,  and  at  the  same  time,  give  back  some 
hope  to  our  people  that  we  really  don't  intend  government  to  be 
that  offensive  and  that  pervasive  in  our  lives.  What  makes  people 
most  angry  is  when  we  do  that,  and  when  what  we  are  doing  is 
very,  very  useless  and  has  no  common  sense. 

We  hear  so  many  specifics  that  it  is  getting  very  difficult  to  fig- 
ure how  we  are  going  to  do  it.  But  I  can  guarantee  you,  one  solu- 
tion is  to  get  rid  of  huge  numbers  of  these  categorical  grants  and 
package  them  up  and  let  you  all  try.  I  believe  you  will  do  it  for  less 
and  do  it  better,  and  I  think  the  States  will  do  the  same.  They  keep 
telling  us,  "If  you  do  a  medicaid  block  grant,  some  States  won't 
take  care  of  their  poor."  But  I  just  don't  know  how  much  worse  it 
can  be  than  our  system.  It  seems  to  me  we  have  to  try  something. 

Thank  you  very  much  for  your  time. 

We  are  going  to  take  about  a  7-minute  recess  and  then  the  fourth 
panel  will  be  on.  We  will  be  through  in  about  25  minutes  and  have 
some  questions. 

[Recess.] 

Chairman  DOMENICI.  We  are  going  to  have  our  fourth  panel,  if 
they  will  introduce  themselves  as  the  previous  panel. 

We  will  start  with  you,  Father.  I  haven't  had  a  chance  to  meet 
you  yet,  but  it  is  good  to  have  you  here. 

Father  Cunningham.  Thanks,  Mr.  Chairman. 
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Chairman  DOMENICI.  Before  the  Father  starts,  could  I  say,  to 
those  who  have  questions  that  they  want  to  write  out,  send  them 
to  the  left  and  they  will  be  picked  up  by  members  of  Senator  Abra- 
ham's staff.  We  may  get  15  minutes  of  questions  to  answer  here 
if  we  hurry  up. 

Father? 

STATEMENT  OF  FATHER  WILLIAM  CUNNINGHAM,  EXECUTIVE 
DIRECTOR,  FOCUS:  HOPE,  DETROIT,  MICHIGAN 

Father  Cunningham.  Chairman  Domenici  and  Senator  Abraham, 
my  name  is  Father  William  T.  Cunningham.  I  am  the  Executive 
Director  of  Focus:  HOPE,  which  is  a  metropolitan  Detroit  civil  and 
human  rights  organization. 

Honored  guests  and  colleagues  on  the  panel,  by  way  of  introduc- 
tion, I  am  speaking  today  on  behalf  of  Focus:  HOPE.  Our  human 
rights  organization  has  40,000  volunteers,  751  employees,  and  an 
annual  budget — I  am  almost  embarrassed  to  say  this  in  front  of 
Spence — an  annual  budget  of  $91  million.  Focus:  HOPE  is  best 
known  for  its  feeding  programs  and  also  its  manufacturing  and 
technology  training,  two  extremes  of  our  Nation's  social  and  eco- 
nomic dilemma  and,  I  think,  its  resolution. 

To  decrease  the  need  for  food  assistance  programs,  we  must  in- 
crease the  exercise  of  globally  competitive  skills,  particularly  in 
high  value-added,  wealth-generating  work,  such  as  manufacturing, 
which  makes  up  85  percent  of  our  Nation's  balance  of  payments. 
To  decrease  the  need,  which  is  a  major  target  for  our  civil  rights 
organization,  you  have  to  get  folks  healthy. 

Many  here  know  of  our  successes  in  critical  skill  development 
and  have  tried  to  assist  these  efforts.  I  was  delighted  to  have  an 
employer  come  up  to  me  just  a  second  before  I  stepped  up  here  and 
delayed  us  as  you  were  gaveling  us  to  say  he  just  hired  one  of  our 
people  into  his  company  and  he  was  happy  with  the  performance. 

I  think  that  folks  will  appreciate  that  our  greatest  burden  has 
been  and  remains  an  inability  to  fit  into  the  tidy  bureaucratic 
boxes  of  government  funding,  a  frustration  which  many  of  us  have 
shared. 

I  attribute  our  success  to  three  factors:  Knowing  that  the  valu- 
able jobs  were  in  the  high-skill  infrastructure  of  manufacturing, 
not  in  low-  or  medium-skill  assembly  work;  identifying  how  skill  re- 
quirements were  changing  with  new  technologies;  and  training  in 
anticipation  of  the  future.  Above  all,  we  train  not  to  fill  jobs  but 
to  provide  people  with  a  long-term  foundation  to  be  productive  and 
contributing  members  of  our  society. 

The  most  important  challenge  to  America  today  is  not  military 
but  economic,  as  we  see  it.  It  is  not  how  to  generate  enough  jobs. 
I  just  hate  it  every  time  I  hear  someone  say,  we  have  to  make  some 
jobs.  It  is  just  a  stupid  look  at  the  world  from  the  point  of  view 
of  people  and  economists.  It  is  not  to  generate  enough  jobs  but  to 
provide  people  with  skills  for  the  many  jobs  now  available.  The 
challenge  is  how  to  fulfill  new  skill  requirements  to  be  number  one 
in  global  competition,  to  maintain  and  extend  quality  of  life  for  all 
citizens. 


QQ-AOn     Qi; . 


158 

I  am  embarrassed  to  read  this,  but  the  person  with  me  today 
said,  if  you  don't  read  it,  you  will  be  talking  for  40  minutes.  I  am 
only  doing  this  for  you.  Senator. 

Chairman  DOMENICI.  Please  read  it,  Father.  [Laughter.] 

Father  CUNNINGHAM.  I  can  see  they  are  used  to  people  like  me. 

We  cannot  do  that  without  some  fundamental  changes  in  the 
way  Federal  Government  and  State  government,  business,  and 
non-profit  educational  and  training  institutions  converge  to  the 
task.  And,  my  goodness,  they  have  got  to  converge. 

I  think  the  Federal  Government  should  take  the  lead  in  targeting 
the  key  economic  sectors  that  are  strategic  to  the  Nation's  well 
being,  those  in  which  an  investment  in  skill  capacities  will  afford 
the  greatest  return  over  the  next  decade  to  the  American  economy. 
Leading  figures  in  those  fields  should  assist  in  defining  competitive 
skills  and  foundation  knowledge  needed  now  to  avoid  obsolescence 
and  to  gain  and  sustain  leadership  in  the  future. 

I  want  to  point  out  that,  some  years  ago,  when  we  were  looking 
as  a  civil  rights  organization  at  where  to  go  in  training  and  what 
the  best  training  and  skills  would  be,  what  the  optimum  would  be 
in  the  next  30  to  40  years,  we  found  that  the  Department  of  Labor, 
the  Department  of  Education,  federally  and  locally,  had  no  prayer, 
didn't  have  any  ideas.  To  tell  you  where  we  got  our  statistics,  and 
I  am  going  to  get  a  little  criticism  for  this,  but  we  got  our  best  sta- 
tistics out  of  the  Pentagon. 

Chairman  Domenici.  You  are  probably  right. 

Father  Cunningham.  They  knew  where  the  skills  needs  were  be- 
cause they  were  pushing  skills  envelopes. 

The  investment  of  Federal  training  monies  should  require  that 
the  States,  as  a  condition  of  funding,  consider  these  national  prior- 
ities within  the  framework  of  State-level  economic  development  and 
their  own  best  potential.  So  States  would  have  the  final  control, 
but  in  a  sense,  we  would  be  saying  as  a  Federal  Government,  this 
is  the  way  we  see  the  world  around  us,  from  our  point  of  view. 

The  investment  of  training  dollars  should  be  adequate  to  attain 
the  real  level  of  skills  needed,  and  that  has  not  been  the  case.  The 
formulas  sent  by  Washington  has  been  so  close  to  the  ridiculous, 
it  should  have  been  a  chapter  in  Gulliver's  Travels.  To  think  that 
we  can  develop  a  skill  level  by  telling  the  person,  go  pick  the  job 
that  you  want  to  do,  and  no  guidance — in  other  words,  some  poor 
person  on  a  dependence  program  is  going  to  be  smarter  than  a  U.S. 
Senator.  Now,  that  may  be  debated  in  some  quarters,  but  I  don't 
think  we  can  expect  that. 

I  said  to  Spence  one  time  before,  we  would  have  more  trained 
truck  drivers  and  beauticians  registered  and  certified  in  the  State 
of  Michigan  than  any  other  profession,  because  those  are  the  ones 
who  went  out  and  marketed  the  few  pennies  that  the  Federal  Gov- 
ernment would  allow  the  State  through  unrestrictions,  and  they 
manipulated  the  training  dollars. 

Chairman  DOMENICI.  During  the  old  CETA  Program,  Father,  we 
had  a  little  community  of  about  6,000  people  called  Espanola  in 
New  Mexico.  There  were  six  different  Federal  agencies  training 
during  those  days  and  they  didn't  talk  to  each  other.  That  little 
town  had  fully  trained  and  certified  65  beauticians.  They  needed 
four  in  the  community. 
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Father  Cunningham.  Multiply  that  by  Detroit  and  Pontiac  and 
you  are  in  the  ballpark. 

Our  biggest  mistake  would  be  to  continue  to  target  training 
money  to  people,  rather  than  sectors  of  economic  growth.  This  is 
a  sure  path  to  failure,  if  resources  continue  to  be  limited  to  the 
poor — it  is  going  to  sound  strange  coming  from  me,  but  let  me  con- 
tinue— in  amounts  too  small  to  achieve  either  stable  employment 
or  to  improve  the  competitive  performance  of  the  economy,  and 
without  direction  on  what  kind  of  training  choices  are  worthwhile. 
I  am  repeating  myself  a  bit  here. 

The  setting  of  national  economic  and  skill  priorities  and  the  in- 
vestment of  significant  resources  is  not  strange  to  the  American 
polity.  We  do  what  is  necessary  to  train  Air  Force  pilots,  at  an  an- 
nual training  cost  of  $250,000  per  pilot.  We  subsidize  medical 
schools  to  make  sure  that  the  future  doctors  can  access  the  nec- 
essary labs  and  expensive  equipment  critical  to  their  training,  at 
a  cost  well  beyond  what  tuition  alone  would  provide.  Similar  in- 
vestments will  be  needed  to  train  in  high-technology  occupations, 
the  ones  most  likely  to  generate  future  wealth  as  well  as  subsidiary 
employment  for  others. 

So,  we  must  also  engage  a  broader  spectrum  of  training  provid- 
ers. It  is  commonplace,  even  when  the  facts  suggest  otherwise,  to 
believe  that  all  skills  are  best  taught  and  best  learned  in  academic 
settings,  community  colleges  and  universities.  In  many  fields,  and 
for  many  individuals,  specialized  training  institutes  can  offer  far 
more  appropriate  preparation. 

For  instance,  major  manufacturers  claim,  with  great  consistency, 
that  it  takes  approximately  2  years  of  additional  company  training, 
hands-on,  to  qualify  graduate  engineers  to  be  productive  in  the  real 
world.  So  the  National  Science  Foundation  now  calls  for  engineer- 
ing education  to  be  hands-on  and  experiential  from  day  one,  but 
there  are  inherent  reasons  why  that  cannot  occur  in  an  academic 
environment,  no  matter  how  sophisticated  the  laboratories. 

Last,  we  need  a  national  resolution  of  the  hesitancy  of  companies 
to  support  expensive  skill  development,  when  that  investment  in 
personnel  is  likely  to  be  lost  to  a  competitor  offering  higher  wages. 
I  would  like  to  say  that  the  infrastructure  in  manufacturing  in  this 
country,  in  the  tool  machine  industry,  was  largely  based  on  the 
basement  of  the  old  Henry  Ford  Trade  School  with  4,000  students 
at  one  time.  They  trained  America's  machinists.  One  of  the  reasons 
old  Henry  shut  that  thing  down  was  that  everybody  from  General 
Motors  and  Chrysler  and  Packard  and  other  truck  companies  was 
stealing  his  machinists  after  he  educated  them.  He  just  got  ticked 
off  and  shut  the  school. 

But  the  wealthiest  people  in  the  United  States  come  from  the 
companies  headed  by  the  Ford  Trade  School.  In  Southeast  Michi- 
gan, over  8,000  shops,  85  percent  are  owned  by  graduates  of  the 
old  Henry  Ford  Trade  School.  Then  we  tried  to  substitute  for  that 
with  these  little  low-tech  schools  where  you  put  kids  you  can't  do 
anything  else  with,  the  opposite  of  Mr.  Ford. 

Some  form  of  credit  and  offset  is  needed  to  lessen  the  risk  for 
employers,  to  encourage  the  formation  of  consortia  of  companies  to 
set  up,  use,  and  fairly  share  specialized  institutes.  We  have  to 
bring  the  big  companies  and  the  little  companies  together  in  the 
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educational  institutions.  There  is  a  big  wall  there,  more  terrible,  in 
my  point  of  view,  than  the  Berlin  Wall. 

As  a  measure  of  our  inadequacy,  I  will  conclude  by  telling  you 
that  our  Machinist  Training  Institute  today  has  more  than  500 
open  job  orders  from  employers,  offering  between  $9  and  $12  per 
hour  for  youngsters  starting  at  19.  You  know  that,  in  America, 
graduates  of  our  high  schools  are  on  the  street  for  10  years,  up  to 
the  age  of  27,  I  think  the  National  average  is,  before  they  get  a  real 
job. 

We  talked  about  retraining.  I  wouldn't  use  that  word  anymore, 
Senator.  What  I  would  say  is  continuous  training,  because  the 
curve  of  obsolescence  is  so  rapid,  continuous  training.  But  I  would 
also  say  that  the  target  ought  to  be  on  the  young  people,  getting 
them  going  in  something  productive  and  skill-demanding. 

This  equates  to  about,  for  us,  about  five  job  offers  for  every  cur- 
rent trainee  that  we  have.  We  can't  keep  up.  There  aren't  enough 
trainees  because  the  training  for  1  year  costs  us,  full-year  training, 
that  is  a  full  40  hours  plus  a  week,  $13,000  a  person.  Only  the  poor 
fit  the  tidy  box  of  eligibility  for  government  tuition  support.  To  be 
middle  class  and  to  choose  a  technical  path  rather  than  an  aca- 
demic one  is  to  be  without  public  support.  I  believe  that  the  great- 
est danger  to  sustaining  a  competitive  economy  is  right  there,  and 
that  is  a  major  priority  for  change. 

That  is  the  end  of  my  testimony.  Senator. 

Chairman  DOMENICI.  Thank  you. 

Father  Cunningham.  I  brought  along  a  pack  of  stuff  for  you,  be- 
cause, you  know,  we  have  the  Nation's  largest  food  program,  and 
some  of  these  people  are  from  New  Mexico. 

Chairman  Domenici.  Oh,  really? 

Father  Cunningham.  I  don't  know  how  they  got  into  this  pack- 
age here. 

Chairman  Domenici.  I  don't  know. 

Father  Cunningham.  There  is  a  supplemental  food  program  that 
we  helped  start  in  your  State,  and  I  want  to  tell  you  that  that  pro- 
gram, with  very  good  food,  costs  one-third  of  what  the  Food  Stamp 
Program  costs. 

Chairman  Domenici.  I  am  fully  aware  of  that.  In  fact,  I  helped 
them  with  it  and  I  am  very  pleased  that  you  all  are  participants 
in  getting  them  where  they  are  now. 

Charlene,  would  you  like  to  proceed? 

STATEMENT  OF  CHARLENE  JOHNSON,  EXECUTIVE  DIRECTOR, 
MICHIGAN  NEIGHBORHOOD  PARTNERSHIP 

Ms.  Johnson.  Thank  you,  Mr.  Chairman. 

My  name  is  Charlene  Johnson  and  I  serve  as  the  Executive  Di- 
rector of  the  Michigan  Neighborhood  Partnership.  I  would  like  to 
thank  you  for  this  opportunity  to  share  my  testimony  with  you  this 
afternoon,  and  I  would  also  like  to  thank  Senator  Abraham  for  his 
invitation. 

I  had  an  opportunity  to  meet  with  Senator  Abraham  on  Tuesday 
and  then  I  was  called  on  Friday  morning  to  be  a  part  of  this  hear- 
ing. I  think  it  is  a  wonderful  opportunity  for  me  to  demonstrate 
that  neighborhood-based  partnerships,  partnerships  with  govern- 
ment, business,  religious,  and  educational  institutions  are  playing 
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a  significant  role  in  creating  innovative  solutions  to  the  problems 
that  we  face  in  Detroit. 

I  will  share  with  you  some  of  the  successes  we  have  achieved,  the 
challenges  we  still  face,  and  the  role  that  government  is  playing 
and  can  continue  to  play  in  helping  us  create  new  solutions. 

The  Michigan  Neighborhood  Partnership  is  a  non-profit,  non-par- 
tisan, private  corporation  which  was  formed  at  the  initiative  of  sev- 
eral highly-successful  neighborhood-based  community  development 
organizations.  All  of  these  organizations  were  started  by  and  con- 
tinue to  be  operated  by  private  citizens  who  have  a  commitment  to 
getting  things  done,  to  make  life  better  for  themselves,  their  fami- 
lies, and  their  neighbors.  These  organizations  independently  rep- 
resent what  I  term  items  of  excellence,  but  together  with  our  part- 
ners in  government,  business,  educational,  and  religious  institu- 
tions, these  organizations  have  formed  a  collaborative  force  for 
positive  social  and  economic  change. 

MNP  organizations  represent  over  100,000  residents  in  Detroit 
and  Dearborn,  represent  diverse  ethnic  backgrounds — African 
American,  Latino,  and  Arab  American.  They  represent  various  geo- 
graphic regions  of  the  city  and  the  suburbs,  and  they  represent 
over  300  partners  in  business,  in  government,  in  educational  and 
religious  institutions. 

The  purpose  of  the  organization  is  to  increase  the  capacity  of 
neighborhood-based  organizations  to  build  economic  and  social 
change  within  individual  families  and  neighborhoods.  The  organi- 
zation accomplishes  this  purpose  by  broad  community  planning. 
This  process  involves  all  of  our  partners  working  on  committees, 
working  on  our  boards  to  accomplish  these  social  and  economic  pro- 
gram changes. 

We  have  used  thousands  of  volunteer  hours  and  a  very  small 
budget  to  have  the  successes  we  have  achieved.  We  have  been 
funded  for  just  1  year,  and  with  the  funding  support  that  we  re- 
ceive from  State  government,  we  were  able  to  leverage  $25  for 
every  $1  that  was  invested  by  State  government  for  the  benefit  of 
neighborhoods  and  the  City  of  Detroit. 

This  partnership  would  not  have  happened  had  it  not  been  for 
our  governor.  Governor  Engler  joined  us  at  the  table  very  early.  He 
rolled  up  his  sleeves  and  made  a  commitment  to  invest.  This  part- 
nership would  not  have  happened  had  it  not  been  for  business  part- 
ners who  also  invested.  The  universities,  the  University  of  Michi- 
gan, Wayne  State  University,  Michigan  State,  are  also  investing  in 
the  partnership. 

The  role  of  government  in  the  partnership  has  been  to  support 
the  local  neighborhood-based,  community-based  planning  process. 
We  believe  that  government  should  contract  with  local  organiza- 
tions to  provide  services  that  are  accountable,  that  are  deliverable, 
and  that  benefit  the  neighborhood  residents  in  the  areas  served. 

Governor  Engler  invested  in  the  development  of  this  process.  He 
provided  access  to  State  departments  with  which  we  contract.  He 
invested  in  the  people's  integrity,  the  hard  work  and  the  skill  of 
many  of  the  organizations.  This  allows  for  creative  work.  We  come 
to  the  table  as  equal  partners.  We  craft  solutions  to  the  problems 
that  we  are  facing. 
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Government's  role  has  also  been  to  jump-start  the  economic  de- 
velopment initiatives  of  the  partnership.  Many  of  us  are  social  en- 
trepreneurs. Government  has  invested  in  business  creation  in  the 
partnership,  employment  training,  youth  and  family  development 
programs  designed  by  local  communities.  Government  has  also 
helped  to  set  the  example  for  this  type  of  investment  and  commu- 
nity planning  process. 

One  specific  example  of  our  program  development  is  a  manufac- 
turing institute.  We  are  working  with  several  major  corporations  in 
the  city,  with  universities,  with  local  neighborhoods  to  develop 
manufacturing  and  incubate  it  because  we  believe  very  strongly,  as 
Father  Cunningham  has  said,  that  residents  need  to  be  educated 
about  the  opportunities,  the  technology,  and  manufacturing. 

We  are  also  working  on  an  employment  training  program,  again 
with  all  of  our  partners  working  on  this.  We  have  crafted  a  com- 
prehensive employment  training  program  that  will  provide  support 
that  neighborhood  residents  need  to  get  involved  in  a  project  like 
Focus:  HOPE  and  other  technical  training  programs. 

As  we  look  at  some  of  the  challenges  that  we  still  face,  we  really 
need  to  look  at  the  systems,  the  hierarchial  systems  that  are  in 
place,  and  the  inability  of  people  to  move  across  those  systems,  to 
communicate  with  each  other  to  solve  the  problems  that  we  are  fac- 
ing. We  believe  that  is  important  to  working  in  teams  and  that  the 
respect  and  appreciation  for  the  contribution  of  each  member  of  a 
community  planning  team  is  critical  to  the  economic  success  of  our 
comm.unities. 

Another  challenge  that  we  face  that  we  believe  government  can 
help  with  is  working  capital,  investment  capital.  The  need  for  ongo- 
ing support  to  jump-start  major  economic  development  initiatives 
in  neighborhoods  is  critical. 

Another  challenge  that  we  face  is  values  capital.  The  organiza- 
tions that  formed  the  Michigan  Neighborhood  Partnership  are,  by 
and  large,  faith-based  organizations.  We  established  a  covenant  of 
working  together.  That  covenant  recognizes  the  importance  and  the 
worth  of  each  individual  partner  in  the  community.  No  one  partner 
can  do  this  alone.  Respect  for  each  other  is  absolutely  critical. 

Another  challenge  that  we  face  is  accessing  government,  dealing 
with  the  various  levels  of  bureaucracy.  I  had  the  opportunity  to  tes- 
tify at  another  hearing  several  years  ago  and  I  brought  with  me — 
I  didn't  bring  it  this  time — a  very  thick  document  that  we  had  to 
prepare  in  order  to  receive  Federal  funds.  The  levels  of  bureaucracy 
that  we  have  to  try  to  travel  through  are  very,  very  difficult  and 
very  time  consuming  and  very  constraining  to  productive  efforts. 

MNP  is  a  pilot.  It  is  a  very  small  pilot.  Michigan  Neighborhood 
Partnership  is  in  its  third  year  this  year.  We  decided  that  we 
would  test  the  pilot  for  a  3-year  period  and  that  if  it  worked,  and 
it  is  working,  that  we  would  want  to  spread  this  idea  across  the 
State  of  Michigan.  Other  local  neighborhood  organizations  can 
work  in  partnership  with  the  various  members  of  their  community 
to  increase  the  economic  capacity  of  their  local  communities. 

This  is  a  microcosm  of  a  system  that  needs  to  be  increased  in  the 
21st  century.  This  is  something  that  we  must  begin  to  do,  commu- 
nicate across  specific  barriers  that  have  so  often  kept  us  apart  in 
the  past.  More  teams  with  local  decision  making  regarding  innova- 
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tive  and  creative  solutions  to  our  economic  problems  need  to  be  cre- 
ated. Government  can  be  responding  to  this  process  by  participat- 
ing, continuing  to  participate  with  us  as  we  craft  solutions  to  local 
problems. 

Thank  you. 

Chairman  DOMENICI.  Thank  you  very  much,  Ms.  Johnson. 

Please,  Mr.  Czarnecki? 

STATEMENT  OF  WALTER  CZARNECKI,  EXECUTIVE  VICE 
PRESIDENT,  PENSKE  CORPORATION 

Mr.  Czarnecki.  Mr.  Chairman,  Senator  Abraham,  my  name  is 
Walter  Czarnecki  and  I  am  here  in  my  professional  capacity  as  Ex- 
ecutive Vice  President  of  Penske  Corporation. 

It  is  my  intent  in  my  brief  comments  this  morning  to  share  with 
you  the  experience  of  what  happened  in  our  company  when  busi- 
ness, and,  hopefully,  government,  recognize  the  worth  of  the  indi- 
vidual and  what  can  be  accomplished  when  those  people  who  are 
closest  to  a  problem  are  the  ones  who  are  charged  with  the  devel- 
opment of  the  solution.  I  hope  that  you  can  take  back  some  ideas 
from  my  testimony  that  can  assist  you  in  your  deliberations. 

First,  a  little  bit  about  our  company.  We  are  a  privately-held 
transportation  services  company  that  employs  nearly  16,000  peo- 
ple. Through  our  major  subsidiaries,  we  are  involved  in  the  retail 
automobile  business,  we  are  involved  in  the  motor  sports  entertain- 
ment industry,  we  own  the  second-largest  truck  rental  and  leasing 
company  in  the  United  States,  but  we  are  probably  most  well 
known,  in  this  geographic  area,  at  least,  as  the  principal  share- 
holder of  Detroit  Diesel  Corporation.  It  is  our  7-year  experience 
with  that  firm  that  I  would  focus  on  in  my  comments  this  after- 
noon. 

Detroit  Diesel,  briefly,  engineers  and  manufacturers  a  line  of  die- 
sel  engines  for  on-highway  and  a  variety  of  marine  and  industrial 
applications.  It  is,  truly,  a  typical  rust-belt  America  company,  if 
you  will.  It  was  a  division  of  General  Motors  until  we  purchased 
certain  of  the  assets  in  January  of  1988. 

We  assumed  management  control  of  an  entity,  at  that  time, 
whose  market  share  had  eroded  dramatically  during  the  prior  8 
years.  Labor-management  relations  were  not  good.  Employees  had 
more  than  2,000  formal  grievances  on  file  with  the  UAW  local.  Mo- 
rale was  low.  Market  share  and  reputation  were  poor.  The  com- 
pany was  losing  money.  The  prospects  were,  obviously,  very  bleak, 
and  investing  in  it  posed  significant  risk,  but  we  were  v^dlling  to 
take  a  chance. 

Over  the  next  several  years,  energized  by  the  idea  of  a  better  fu- 
ture and  the  development  of  some  new  state-of-the-art  products, 
the  company  began  to  briskly  move  on  the  road  back  to  market  ac- 
ceptance and  profitable  operation.  Our  overall  plant  production 
here  in  Detroit  increased  from  33,000  engines  of  all  types  in  1988 
to  nearly  75,000  in  1994. 

But  the  product  was  only  part  of  the  story.  Senator.  Employees 
worked  together  to  create  an  environment  where,  today,  there  are 
no  unresolved  grievances  at  the  end  of  the  work  week.  The  com- 
pany has  emerged  as  a  world  leadet  in  fiiel  systems  technology, 
manufacturing  efficiency,  product  quality,  and  customer  service. 
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Market-driven  job  creation  grew  our  work  force  from  2,800  people 
in  1988  to  3,700  today. 

We  have  developed  an  exemplary  relationship  with  the  United 
Auto  Workers,  where  a  true  partnership  exists  for  the  benefit  of  all 
employees.  I  might  point  out  here  that,  as  part  of  that  partnership, 
we  and  the  UAW,  on  a  dollar-for-dollar  basis,  aggregating  nearly 
$9  million,  have  invested  in  a  training  center  to  train  our  employ- 
ees and  prospective  employees  who  want  to  come  to  work  for  our 
company. 

It  is  a  company  that,  later  this  year,  will  begin  manufacturing 
diesel  engines  for  Mercedes-Benz  in  Detroit,  engines  that,  until 
now,  had  been  built  in  Brazil.  I  believe  this  is  clearly  a  testimony 
to  the  skill  of  motivated  American  workers  and  a  vivid  contrast  to 
the  image  of  that  rust  belt  I  alluded  to  a  few  minutes  ago. 

And  the  best  part  of  the  story?  It  is  a  company  where  most  of 
the  hourly,  salaried,  and  management  employees  are  the  same 
ones  who  were  there,  questioning  their  future,  in  1987. 

Our  various  subsidiary  companies  have  risen  to  leadership  posi- 
tions in  their  respective  industries  because  of  a  belief  that  human 
capital  is  crucial  to  success  in  the  marketplace.  It  is  as  essential 
as  economic  capital  or  fixed  assets.  It  is  this  recognition  of  the  fun- 
damental worth  of  the  individual  that  guides  our  company  in  the 
competitive  business  arena.  Our  people  are  empowered  to  think 
and  work  and  produce  without  cumbersome  restrictions  or  a  cor- 
porate bureaucracy  to  suffocate  their  efforts. 

We  continue  to  confront  the  exciting  challenges  of  the  free  mar- 
ket, which  demand  that,  today,  we  must  be  the  best  possible  pro- 
vider of  goods  and  services.  We  welcome  that  challenge  and  its 
risks  because  we  believe  therein  we  can  determine  our  own  fate, 
if  we  are  willing  to  work  and  we  are  willing  to  compete. 

But  conversely.  Senator,  we  are  not  comfortable  with  the  chal- 
lenge presented  by  an  overreaching  Federal  Government  that  im- 
poses regulations  on  business  which  result  in  confusion,  inconsist- 
ency of  purpose,  and  increased  financial  burdens  for  those  who  are 
required  to  comply.  These  Federal  roadblocks  frustrate  productiv- 
ity, stall  prosperity,  and  inhibit  our  ability  to  compete  in  the  global 
market. 

Among  them  are,  frankly,  complicated  tax  regulations  that,  I  can 
assure  you,  require  teams  of  specially-trained  accountants  just  to 
comprehend  and  explain  to  us.  We  believe  that  a  simplification  of 
the  tax  code  with  a  flat  tax  for  both  business  and  private  citizens 
would  benefit  all  Americans.  In  order  to  magnify  across  the  country 
what  has  happened  at  Detroit  Diesel,  we  need  to  reduce  taxes.  We 
must  eliminate  the  capital  gains  tax  so  that  we  can  unleash  capital 
for  investment  in  people  and  in  jobs. 

We  encourage  and  support  tort  reform,  particularly  in  product  li- 
ability matters,  where  increasing  legal  insurance  costs  and  unreal- 
istic awards  have  created  a  climate  of  uncertainty  for  consumers, 
for  manufacturers,  and  for  product  sellers. 

We  ask  that  the  104th  Congress  review  wasteful  redundancy  of 
regulations  among  Federal,  State,  and  local  agencies.  We,  and  com- 
panies like  ours,  continue  to  demonstrate  a  willingness  to  take  the 
initiative  for  providing  a  safe  and  healthful  environment  and  for 
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the  implementation  of  effective  occupational  health  and  safety  pro- 
grams. We  just  need  to  know  who  is  making  the  rules. 

And,  Senator,  we  urge  passage  in  the  Senate  of  the  balanced 
budget  amendment.  We  in  business  learned  a  long  time  ago  that 
you  can't  spend  more  than  you  take  in  or  those  jobs  just  don't  get 
created. 

We  also  believe  that  we  have  a  responsibility  to  be  involved  not 
only  on  the  business  front  but  in  our  communities,  and  as  a  result, 
our  company  has  been  actively  involved — you  have  heard  us  talk 
about  Cornerstone  Schools  in  Detroit  where  volunteers  from  our 
workforce,  both  hourly  and  salaried  alike,  partner  on  a  regular 
basis  with  these  children  in  these  academically-challenged  schools. 
Our  company  works  very  closely  with  Father  Cunningham  and  peo- 
ple at  Focus:  HOPE,  where  their  personnel  participate  in  training 
at  Detroit  Diesel  to  learn  advanced  computer-integrated  engineer- 
ing programs. 

We  encourage  all  of  our  employees  throughout  the  country  to 
participate  in  similar  activities.  But  I  believe  that  the  most  mean- 
ingful contribution  that  we  and  private  industry  can  make  in  our 
communities  is  to  provide  training  and  have  the  means  to  sustain 
good  jobs  for  those  who  want  them. 

If  the  Federal  Government  assumes  its  rightful  role  in  our  lives 
as  we  move  into  the  next  century,  one  in  which  all  Americans  are 
allowed  to  work  to  their  potential,  free  from  a  Federal  regulatory 
system  that  is  clearly  out  of  control,  where  government  is  truly  re- 
sponsible and  responsive  to  the  people,  and  where  American  work- 
ers are  able  to  take  home  more  of  what  they  earn,  the  country  will 
be  well  served. 

Thank  you,  Senator. 

Chairman  DOMENICI.  Thank  you  very  much. 

Mr.  Reed? 

STATEMENT  OF  LAWRENCE  REED,  PRESIDENT,  MACKINAC 
CENTER  FOR  PUBLIC  POLICY 

Mr.  Reed.  Mr.  Chairman,  Senator  Abraham,  my  name  is  Law- 
rence Reed  and  I  am  President  of  the  Mackinac  Center  for  Public 
Policy.  We  are  a  public  policy  research  organization  headquartered 
in  Midland,  not  on  Mackinac  Island,  as  our  name  might  suggest, 
although  there  are  times  of  the  year  when  we  vnsh  we  were. 

I  thank  you  for  the  opportunity  to  address  this  hearing  of  the 
Senate  Budget  Committee  on  the  role  of  government  in  the  21st 
century.  So  that  you  might  understand  the  philosophical  founda- 
tion of  my  thinking  about  the  role  of  government,  allow  me  at  the 
start  to  express  the  following  seven  principles.  I  believe  they  are 
of  profound  importance  and  ought  to  be  enshrined  in  the  corner- 
stones of  the  capitol  buildings  in  Washington  and  in  the  50  States. 
They  are  not  all  original  with  me,  but,  rather,  they  represent  the 
wisdom  of  many. 

One,  if  a  people  are  free,  they  will  not  earn  equal  incomes.  Con- 
versely, show  me  a  people  who  have  equal  incomes  and  I  wdll  show 
you  a  people  who  are  not  free. 

Two,  what  belongs  to  you,  you  tend  to  take  care  of.  What  belongs 
to  no  one  or  everyone  tends  to  fall  into  disrepair. 
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Three,  consider  long-run  consequences  and  effects  on  all  people, 
not  simply  short-run  consequences  and  effects  on  only  certain  spe- 
cial-interest groups. 

Four,  if  you  encourage  something,  you  get  more  of  it.  If  you  dis- 
courage something,  you  get  less  of  it. 

Five,  nobody  spends  somebody  else's  money  as  carefully  as  he 
spends  his  own. 

Six,  government  has  nothing  to  give  anybody  except  what  it  first 
takes  from  somebody. 

And  seven,  a  government  that  is  big  enough  to  give  you  every- 
thing you  want  is  big  enough  to  take  away  everything  you  have. 

Those  principles,  I  believe,  were  pervasive  in  the  thoughts  of 
those  present  at  our  country's  founding  and  they  shaped  the  role 
of  government  for  much  of  our  Nation's  history.  They  bear  little  re- 
lation, however,  to  events  and  policies  of  much  of  this  century. 

We  now  have  a  government  in  Washington,  and,  likewise,  but  to 
a  lesser  extent,  governments  in  the  50  States,  that  practices  forc- 
ible redistribution  of  wealth,  makes  war  on  private  property,  often 
sacrifices  the  long-run  good  for  the  short-run  fix,  taxes  and  regu- 
lates beyond  reason  and  then  wonders  why  people  don't  work  as 
hard  or  produce  as  much,  squanders  billions  on  things  that  nary 
a  soul  would  willingly  spend  a  nickel  of  his  own  money  for,  and 
uses  its  power  of  the  purse  to  bully  the  very  people  who  earned  the 
purse  in  the  first  place. 

Clearly,  government  in  the  21st  century  must  not  look  anything 
like  the  government  of  the  20th  century. 

Imagine  pla5ring  a  game,  baseball,  a  game  of  cards.  Monopoly,  or 
whatever,  in  which  there  was  only  one  rule,  anything  goes.  You 
could  discard  the  instruction  book  fi-om  the  start  and  make  things 
up  as  you  go.  If  it  works,  do  it.  If  it  feels  good,  why  not?  If  opposing 
players  have  a  disagreement,  well,  you  can  just  figure  that  out 
later. 

What  kind  of  a  game  would  this  be?  Chaotic,  frustrating,  unpre- 
dictable, impossible.  Sooner  or  later,  the  whole  thing  would  degen- 
erate into  an  expensive  fi:-ee-for-all.  Somebody  would  have  to  knock 
heads  together  and  bring  order  to  the  mess. 

Simple  games  would  be  intolerable  played  this  way,  but  for  the 
deadly-serious  business  of  government,  the  consequences  of  throw- 
ing away  the  instruction  book  are  almost  too  finghtful  to  imagine. 
It  has  given  us  a  government  that  plays  Robin  Hood,  Santa  Claus, 
Mother  Hen,  and  Machine  Gun  Kelley  all  at  the  same  time,  inflict- 
ing real  damage  on  real  people  who  frequently  have  victimized  no 
one. 

The  most  profound  political  and  philosophical  trend  of  recent 
times  is  a  serious  erosion  of  a  consensus  about  what  government 
is  supposed  to  do  and  what  it  is  not  supposed  to  do.  Far  too  many 
people  have  thought  and  acted  as  though  government  exists  to  do 
anything  for  anybody  an3^ime  they  ask  for  it,  from  day  care  for 
their  children  to  hand  outs  for  artists  to  corporate  welfare. 

In  a  series  of  lectures  to  high  school  seniors  recently,  I  asked  the 
students  what  they  thought  the  responsibilities  of  government 
were.  I  heard,  "Provide  jobs"  or  some  form  of  "Get  me  a  check"  far 
more  often  than  I  heard,  "Guarantee  our  freedoms."  In  fact,  I  think 
the  only  time  I  heard  the  latter  was  when  I  said  it  myself 
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Washington  once  warned, 

Government  is  not  reason.  It  is  not  eloquence.  It  is  force.  And  like  fire,  it  can  either 
be  a  dangerous  servant  or  a  fearful  master. 

Wisdom  like  that  prompted  him  and  our  other  founders  to  write  a 
Constitution  which  contained  a  Bill  of  Rights,  separation  of  powers, 
checks  and  balances,  and  dozens  of  "thou  shalt  nots"  directed  at 
government  itself.  They  knew  that  a  government  without  rules  and 
boundaries  that  does  anything  for  anybody,  that  confuses  rights 
with  wants,  will  yield  intolerable  tyranny. 

We  have  tossed  away  the  spirit,  if  not  the  letter,  of  America's 
founding  instruction  books,  and  until  we  restore  it  and  give  it  life 
and  meaning  in  our  public  lives,  we  will  drift  from  one  intractable 
crisis  to  the  next.  You,  as  elected  leaders,  can  do  much  to  restore 
that  spirit  in  the  following  ways. 

One,  never  miss  an  opportunity  to  educate  a  constituent  about 
the  document  you  have  sworn  to  uphold,  even  if  that  means  telling 
that  constituent  bluntly:  "I  am  sorry,  but  what  you  want  is  not 
within  my  power  to  give.  It  isn't  mine,  and  I  can't  find  an3^hing 
in  the  Constitution  that  says  it  ought  to  be." 

You  have  read  the  Constitution,  so  you  know  what  your  job  is. 
Don't  demean  yourself  by  catering  to  those  who  see  government 
simply  as  a  route  to  get  something  at  someone's  expense.  Remem- 
ber the  advice  of,  again,  George  Washington. 

If  to  please  the  people,  we  offer  what  we  ourselves  disapprove,  how  can  we  later 
defend  our  work?  Let  us  raise  a  standard  to  which  the  wise  and  honest  can  repair. 
The  rest  is  in  the  hands  of  God. 

Two,  make  the  House  and  Senate  ring  once  again  with  stirring 
words  of  freedom  and  liberty.  Make  those  noble  principles  key  in- 
gredients in  considering  every  proposal.  If  the  question  is  free 
trade,  for  instance,  don't  decide  it  simply  by  what  the  cold  numbers 
from  an  econometric  model  might  suggest  or  what  might  be  in  the 
immediate  financial  interest  of  certain  influential  groups.  Think  in- 
stead about  such  things  as  what  would  defend  and  extend  the 
rights  of  free  people. 

Three,  be  bold  and  visionary  in  word  and  deed.  History  remem- 
bers those  who  stood  for  something,  who  got  out  in  front  and  led. 
Imagine  if  Abraham  Lincoln  had  been  advised  to  moderate  and  to 
be  all  things  to  all  people.  He  might  have  given  us  the  "Emanci- 
pation Approximation".  Or,  if  General  MacArthur  had  told  the  Fili- 
pino people  not,  "I  shall  return,"  but  rather,  "I  hope  to  see  you 
later."  Or  if  Martin  Luther  King's  most  eloquent  address  had  been 
entitled,  "I  have  a  suggestion." 

Four,  spend  less  time  concocting  new  contrivances  for  govern- 
ment to  engage  in  and  spend  more  time  searching  for  existing  ones 
that  deserve  to  be  repealed.  Consider  the  moral  backwardness  that 
so  many  government-erected  barriers  to  opportunity  present.  Speak 
of  the  deleterious  actions  of  government  in  terms  of  trampled 
rights,  broken  dreams,  and  ruined  lives.  Don't  allow  those  who 
think  that  government  has  all  the  answers  to  claim  a  monopoly  on 
compassion.  Remind  them  that  the  costs  of  their  compassion  are 
reckoned  in  such  terms  as  inner  cities  that  look  like  they  have  re- 
cently fought,  and  lost,  a  major  war. 

For  instance,  when  the  City  of  Detroit  imposes,  as  it  does,  a  tsut 
burden  that  is  nearly  seven  times  the  average  burden  in  Michigan 
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municipalities,  that  is  not  just  bad  economics,  it  is  an  affront  to 
every  citizen  of  that  city  who  wants  the  best  for  his  or  her  family, 
who  wants  simply  a  chance  to  be  productive  and  self-reliant.  Those 
high  taxes,  coupled  with  a  welfare  system  that  penalizes  effort  and 
an  education  monopoly  that  often  fails  to  teach  should  invoke  vi- 
sions of  hungry  children,  of  boarded-up  businesses  that  were  once 
the  dreams  of  struggling  fellow  Americans,  of  homes  torn  apart  be- 
cause of  the  breadwinner's  inability  to  pay  the  bills  of  bloated  gov- 
ernment. 

Does  anyone  really,  in  their  heart  of  hearts,  believe  that  Federal 
Government  mired  in  debts  and  chronic  deficits,  giving  Detroit 
$100  million  of  money  taken  from  hard-working  people  all  across 
America,  represents  what  is  right  or  economically  defensible? 

Economists  for  a  sister  think  tank  in  Washington,  the  Cato  Insti- 
tute, have  shown  that  each  1-percent  increase  in  the  Federal  tax 
burden  results  in  the  loss  of  about  1.5  million  jobs.  Dozens  of  stud- 
ies have  shown  that  excessively-restrictive  zoning  laws,  building 
codes,  and  taxes  at  the  Federal,  State,  and  local  level  constitute  the 
greatest  obstacles  to  affordable  housing  for  the  poor.  Endless  regu- 
lations curtail  entry  into  markets  and  freeze  out  many  a  would-be 
entrepreneur  from  creating  new  businesses.  The  minimum  wage  is 
such  an  example,  and  I  hope  you  will  resist  the  call  of  the  Presi- 
dent to  raise  that  job-killer. 

These  are  real-live  people  we  are  talking  about,  who  suffer  the 
consequences  of  these  interventions  and  who  have  children  to  care 
for. 

We  must  even  work  to  change  the  way  we  employ  certain  words, 
like  "public  servant".  Why  is  it  that  people  who  go  to  work  for  gov- 
ernment are  the  only  ones  commonly  referred  to  as  public  serv- 
ants? Why  isn't  public  servant  a  term  reserved  for  those  heroes  in 
the  private  sector  who  create  jobs,  invent  machines,  cure  illnesses, 
build  businesses,  serve  customers,  volunteer  to  assist  the  needy  in 
their  communities  and  pay  the  bills  of  government  through  their 
taxes?  When  the  barriers  erected  by  public  servants  crush  the  self- 
reliance  of  citizens,  like  those  in  Detroit,  where  is  the  outcry  of 
righteous  indignation? 

I  believe.  Senator,  that  in  the  last  decade,  Americans  have  been 
leaping  up  the  learning  curve  when  it  comes  to  comprehending  the 
role  of  government.  In  many  ways,  they  are  now  beginning  to 
speak  with  uncommon  clarity  about  their  yearning  for  dramatic 
change,  not  incremental  change.  They  are  rejecting  the  idea  that 
compassion  is  what  happens  when  politicians  spend  other  people's 
earnings.  They  can't  be  so  easily  bought  anymore  with  pork  from 
Washington.  They  are  coming  to  their  senses.  They  are  telling  us 
that  government  cannot  tax,  spend,  and  regulate  our  way  to 
progress  and  prosperity,  and  they  have  handed  you  an  opportunity 
to  lead  this  great  Nation  to  a  higher  plane,  to  a  renewal  of  its  origi- 
nal purpose. 

If  you  were  expecting  from  me  a  laundry  list  of  spending  cuts, 
I  could  certainly  give  you  that  at  a  later  date,  or  a  message  heavy 
on  statistics,  I  may  have  disappointed  you.  I  assume  that  you  are 
overwhelmed  with  that  sort  of  thing  by  now.  I  wanted,  instead,  to 
challenge  you  to  think  about  fundamental  principles  and  put  them 
to  work  for  you  as  you  reshape  Washington. 
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Finally,  let  me  say  that,  somewhere  along  the  line  in  this  cen- 
tury, millions  of  Americans,  and  elected  officials  among  them,  for- 
got just  how  beautiful  and  inspiring  it  is  to  be  free.  Sometimes  it 
takes  the  testimony  of  an  immigrant  to  remind  us  of  that,  which 
brings  me  to  a  closing  story. 

I  recall,  on  one  of  the  nightly  newscasts,  shortly  after  the  ex- 
traordinary Mariel  boatlift,  seeing  a  woman  stepping  onto  the 
tarmac  at  the  Miami  airport.  She  immediately  fell  to  the  ground 
and  kissed  the  earth.  When  she  arose,  tears  in  her  eyes  and  with 
no  possessions  but  the  clothes  on  her  back,  a  reporter  asked,  "Are 
you  happy?"  She  replied,  without  hesitation,  'Tes,  yes."  The  re- 
porter then  asked,  "Why?"  And  she  said  in  a  fashion  that  suggested 
bewilderment  that  such  a  question  was  even  necessary,  "Because 
I  am  free.  I  am  free." 

Senators  as  you  redefine  the  role  of  government  in  the  21st  cen- 
tury, please  put  freedom  at  the  top  of  your  agenda.  Thank  you  very 
much. 

Chairman  DOMENICI.  Thank  you  very  much. 

Senator  Abraham? 

Senator  ABRAHAM.  I  am  going  to  pass  on  questions,  for  one  rea- 
son being  that  I  know  all  the  panelists  and  have  talked  to  several 
of  them  very  recently  and  have  heard  their  insights  on  some  of 
these  issues.  I  will  submit  some  questions  in  writing  to  them  for 
time  purposes  today,  and  I  want  to  thank  them  all  for  being  here. 

Chairman  DOMENICI.  I  want  to  do  the  same.  I  thank  you  very 
much.  We  are  hopeful  that  this  won't  just  be  another  opportunity 
for  people  to  come  and  speak.  I  notice  you  indicated  you  have  done 
that  before  at  hearings.  I  hope  the  next  time  we  have  a  hearing 
like  this,  there  will  have  been  some  real  change  on  the  part  of  the 
government.  We  are  going  to  try  to  make  that  happen.  Thank  you 
very  much. 

Are  there  some  people  here  that  came  with  the  Michigan  Neigh- 
borhood Project?  Are  there  some  that  came  here  with  Focus: 
HOPE?  Would  you  put  up  your  hands?  You  are  all  very  welcome. 
Thank  you  for  coming.  You  and  the  distinguished  Father  have  your 
own  views  and  thoughts,  but  together,  you  work  on  some  very 
major,  mutual  goals. 

Before  we  get  to  the  questions,  and  we  are  going  to  have  them 
brought  up  here,  I  want  to  personally  thank  some  of  your  staff  for 
the  work  that  they  have  done.  Anne  Dickerson,  Larry  Dickerson, 
Stuart  Larkins,  Jim  Neill,  Tom  Nank,  Lil  Simon,  Sandy  Baxter, 
Dan  Vincent,  Rich  Schlaf,  John  Potbury,  and  Bilhe  Whimmer, 
thank  you  for  all  the  work  you  did  in  putting  this  together.  We 
didn't  have  a  lot  of  time  to  get  it  put  together.  Don't  you  think  they 
did  a  good  job  in  lining  up  the  witnesses? 

[Applause.] 

Chairman  DOMENICI.  Let  us  take  a  couple  of  questions. 

Mr.  Dickerson.  Mr.  Chairman,  Senator,  the  first  question  is, 
"President  Clinton  says  he  has  reduced  the  deficit.  Has  he,  and 
how  much?"  It  is  from  Pat  Hardy  from  Oakland  County. 

Chairman  Domenici.  Let  me  just  take  a  quick  shot  at  that.  Es- 
sentially, the  President  of  the  United  States  was  very,  very  fortu- 
nate. He  took  over  the  Presidency  when  the  American  economy  was 
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just  about  ready  to  turn  around.  In  fact,  it  had  already  shown  signs 
of  coming  back  to  hfe. 

Under  the  package  of  deficit  reductions  that  the  President 
passed,  as  of  right  now — which  is  the  third  year  in  the  implementa- 
tion of  the  budget — the  only  things  cut  in  his  budget  were  the  De- 
fense Department  of  the  United  States  and  about  $25  billion  in  en- 
titlement programs  out  of  a  myriad  of  $500  or  $600  billion. 

Thus  far,  the  deficit  has  become  down  because  of  a  package  of 
tax  increases,  and  because  of  technical  adjustments  we  will  make 
to  the  budget  for  such  things  as  $37  billion  that  we  thought  we 
would  have  to  spend  for  the  Resolution  Trust  Corporation.  That 
was  an  estimate.  It  turned  out  we  didn't  need  it.  The  President 
calls  that  deficit  reduction,  as  if  something  were  cut.  There  are  a 
number  of  other  technical  adjustments. 

So,  essentially,  we  had  a  budget  that  is  about  as  big  as  it  was 
when  he  took  office.  A  few  mild  changes,  but  none  that  amount  to 
much. 

And  second,  he  now  presents  us  a  budget  that  makes  no  signifi- 
cant reductions  in  the  expenditure  side  of  government.  None.  Let 
me  just  tell  you  how  the  largest  cuts  the  President  claims  he  is 
going  to  do  in  this  budget  come  about. 

We  had  a  series  of  annual  caps  on  programs  that  are  mandated 
by  the  1990  budget  agreement.  Those  caps  say,  this  is  all  you  can 
spend — let  me  just  draw  a  line  here — this  is  all  you  can  spend  on 
these  programs.  It  works.  If  you  overspend  it,  there  is  an  across- 
the-board  cut.  We  have  to  now  extend  the  caps  for  another  3  years 
because  the  caps  are  running  out. 

The  President's  staff  people  interpret  the  situation  to  mean  that 
the  caps  go  up.  That  is  the  interpretation:  When  the  caps  run  out, 
the  caps  go  up.  The  President  has  decided  that,  and  his  staff  has 
told  him  that  is  what  the  law  says.  So  the  President's  budget  says 
the  caps  go  up  a  total  of  about  $81  billion  over  the  next  few  years, 
and  the  President  is  cutting  them  back  to  where  they  were  so  that 
saves  $81  billion  or  so. 

Isn't  that  interesting?  It  is  sort  of  like  a  super  merchandiser  who, 
on  a  Friday,  puts  up  signs  raising  all  the  prices  in  the  place  25  per- 
cent, and  then  on  Monday  announces  a  sale  and  brings  the  prices 
down  25  percent.  That  is  where  the  $81  billion  comes.  You  raise 
the  programs  up,  and  then  you  cut  them  back. 

Essentially,  we  are  in  a  situation  now  where,  if  the  economy  con- 
tinues to  grow  and  prosper,  the  deficit  will  remain  in  the  neighbor- 
hood of  $200  to  $300  billion  for  as  far  as  the  eye  can  see.  Between 
now  and  5  years  from  now  under  the  President's  budget,  we  will 
add  $2.1  trillion  in  new  debt.  And  the  reason  is  that  you  have  to 
pay  some  attention  to  the  entitlement  programs,  such  as  medicaid, 
medicare,  and  the  like.  They  can't  continue  to  grow  or  we  will 
never  have  a  balanced  budget. 

That  is  a  little  bit  too  long,  and  I  didn't  do  it  the  best  I  have  ever 
done,  but  I  think  you  sort  of  got  the  gist. 

Senator  Abraham? 

Senator  Abraham.  I  can't  do  it  better,  so  we  will  go  onto  the  next 
one. 

Mr.  DiCKERSON.  The  next  question  is,  "Why  do  we  never  address 
tort  reform  as  a  way  to  cut  health  care  costs  when  studies  show 
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that  a  40  percent  reduction  could  be  attained  and  medical  mal- 
practice costs  make  up  over  30  percent  of  operating  expenses."  This 
is  from  Larry  Voelpel,  Metamore. 

Senator  ABRAHAM.  Why  don't  I  take  this  one?  I  think  that  we 
need  comprehensive  reform  of  the  civil  justice  system  in  this  coun- 
try. The  impact  on  health  care  is  not  the  only  impact  that  the  cur- 
rent system  has  in  terms  of  driving  up  costs.  We  have  seen  domes- 
tic industries  like  aviation  severely  affected  by  the  lack  of  reform 
in  the  product  liability  area. 

We  have  discovered,  studying  things  in  the  current  tort  system, 
of  all  the  awards  that  are  made  by  the  courts,  over  50  cents  on 
each  dollar  ended  up  not  going  to  the  victims  of  injury  who  have 
brought  the  lawsuit  but  rather  to  the  lawyers  and  the  court  sys- 
tems, and  that  is  a  system  that  is  broken  badly  and  needs  to  be 
fixed. 

I  tried  to  address  it  comprehensively  in  the  bill  that  I  have  intro- 
duced with  Senator  McConnell  of  Kentucky,  which  we  are  going  to 
work  very  hard  to  try  to  bring  about,  not  just  limited  to  medical 
malpractice  situations,  but  we  will  try  to  change  the  whole  way  the 
tort  system  operates  in  this  country. 

Our  goal  is  to  protect  consumers,  but  it  is  also  to  have  a  system 
that  will  return  some  sanity  to  the  process.  I  don't  know  what  our 
chances  are.  It  is  early  in  the  process,  but  we  are  going  to  work 
very  hard  on  that. 

Senator  Domenici,  I  think,  has  another  area  that  he  has  ad- 
dressed or  is  about  to  address  in  some  legislation  that  he  might 
wish  to  comment  on. 

But  I  think  when  the  debate  goes  forward,  there  will  be  a  lot  of 
claims  that,  somehow  or  other,  reforms  in  the  civil  justice  system 
are  going  to  hurt  this  group  or  that  group  or  whatever.  The  reforms 
we  are  trying  to  bring  about  are  ones  that  are  going  to  protect  con- 
sumers, that  are  going  to  protect  injured  parties,  that  are  going  to 
try  to  eliminate  a  lot  of  the  inequities  in  the  system,  and  the  bill 
that  we  have  introduced,  I  believe,  does  that. 

Chairman  DOMENICI.  My  home  city  is  the  city  from  which  the 
rather  notorious  verdict,  $2.7  or  $2.9  million,  occurred  against 
McDonald's  because  of  an  extra-hot  cup  of  coffee  that  spilled  in  the 
lap  of  a  rather  elderly  woman,  to  whom  the  jury  gave  not  only 
damages  but  some  high  punitive  damages. 

I  want  to  tell  you  a  funny  story  about  that.  I  was  at  a  McDon- 
ald's in  that  same  city  about  2  weeks  after  the  verdict  with  two  of 
my  staffers,  and  we  were  heading  to  the  City  of  Santa  Fe  in  our 
car.  We  pulled  up  to  get  some  coffee.  At  the  first  window,  they  took 
our  order  and  said,  "go  to  the  next  window."  We  got  to  the  next 
window,  and  they  had  our  coffee  ready. 

We  were  chatting  with  the  woman,  because  everybody  talked 
about  hot  coffee  and  the  verdict.  As  we  left,  I  said  to  her,  "Well, 
you  must  be  hearing  some  very  strange  stories  from  patrons  as 
they  come  through  here  about  that  big  verdict."  She  said,  *Tes,  just 
yesterday,  a  man  came  through  here  and  he  said,  'Don't  put  it  in 
a  cup,  just  dump  it  in  my  lap'."  [Laughter.] 

Anyhow,  that  probably  does  a  better  job  of  explaining  to  you 
what  is  wrong  with  the  tort  laws  of  our  country  than  I  could  tell 
you. 
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However,  the  simple  reason  we  have  not  changed  medical  mal- 
practice is  that  the  plaintiffs'  bar  in  the  United  States  is  powerful. 
Some  of  you  may  be  part  of  that.  If  you  are,  godspeed.  But  they 
are  successful  in  convincing  Congress  that  they  protect  the 
consumer.  They  are  successful,  I  guess,  in  telling  us  that  they  are 
making  the  medical  profession  safe,  that  it  would  otherwise  be  un- 
safe but  for  the  standards  they  are  causing  to  be  created  by  litiga- 
tion. 

Essentially,  what  we  are  doing  in  our  country,  as  I  see  it,  is  to 
use  juries  and  litigation  for  things  that  they  were  never  intended 
to  be  used  for.  It  cannot  be  possible  that  the  best  way  to  regulate 
anything  in  our  country  is  to  rely  on  jury  verdicts  to  set  standards. 
How  in  the  world  can  we  expect  the  doctors  in  America  to  set  their 
standards  based  upon  what  juries  award  to  plaintiffs? 

If  we  want  standards,  we  ought  to  write  them  or  we  ought  to 
have  arbitration  groups.  But  clearly,  what  is  happening  in  all  kinds 
of  cases  is  that  they  are  worth  a  lot  of  money.  Look  how  much  the 
juries  are  awarding.  So  here  we  go.  It  doesn't  necessarily  have  any 
relevancy  to  whether  a  business,  a  doctor,  a  professional,  a  Boy 
Scout  team  or  a  Red  Cross  or  whomever  is  doing  something  neg- 
ligent or  not. 

Do  you  have  another  question? 

Mr.  DiCKERSON.  Yes;  "How  is  the  Federal  Government  going  to 
help  urban  cities,  such  as  Pontiac,  our  host  city  today,  in  dealing 
with  drugs  and  crime?  We  spend  over  65  percent  of  our  budget 
strictly  on  public  safety  and  it  is  not  working.  We  need  Federal  dol- 
lars to  implement  our  programs  while  cutting  out  Federal  red 
tape."  This  is  from  Councilman  John  Bueno  of  Pontiac. 

Chairman  DOMENICI.  Go  ahead. 

Senator  Abraham.  I  think  we  have  taken  one  step  in  the  right 
direction  already,  with  the  passage  of  S.  1,  the  bill  that  addressed 
unfunded  mandates. 

Just  for  those  of  you  who  don't  have  to  deal  with  the  red  tape 
of  Washington  on  a  day-to-day  basis,  if  you  are  in  a  local  commu- 
nity, every  time  we  pass  a  new  law  or  a  new  regulation  in  Wash- 
ington that  has  some  mandates  in  it  for  how  you  are  supposed  to 
run  your  community,  it  usually  means  that  you  have  to  take  the 
tax  dollars  that  you  are  taking  from  locsd  people  and  spend  it  on 
something  that  somebody  in  Washington  decides  is  more  important 
than  what  your  own  community  thinks  is  important. 

We  have  tried  to  change  that  with  the  bill  that  we  passed  a  few 
weeks  ago,  and  that  is  this  bill  on  unfunded  mandates.  It  now  says 
that  if  the  Congress  of  the  United  States  passes  legislation  that  is 
going  to  dictate  to  local  communities  how  they  spend  money,  we 
have  to  send  the  money  along  or  else  we  have  to  vote  on  a  roll  call 
vote  not  to  do  so,  so  that  everybody  back  home  is  going  to  know 
that  we  said  we  are  going  to  change  the  priorities  of  your  town. 

I  think  this  is  going  to  change  a  lot  of  things  in  America.  I  think 
what  it  is  going  to  do  is  it  is  going  to  free  up  a  lot  more  local  dol- 
lars to  be  directed  toward  fighting  drugs  and  fighting  crime. 

When  we  were  in  the  process  of  dealing  with  the  issue,  and  I 
think  one  of  the  mayors  mentioned  it,  I  had  a  conference  call  with 
mayors  from  about  20  Michigan  cities  and  I  asked  them  what  their 
position  was  on  unfunded  mandates.  They  all  urged  me  to  support 
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the  legislation.  The  largest  city  in  the  State  was  on  that  conference 
call,  medium-sized  cities,  small  cities. 

We  did  a  little  survey  of  some  of  these  folks  and  found  out  that, 
for  instance,  in  the  City  of  Grand  Rapids,  and  I  think  I  am  right 
on  this,  Kathy,  if  these  unfunded  mandates  were  eliminated,  the 
City  of  Grand  Rapids  could  double  the  size  of  the  police  force.  But 
instead,  it  has  to  take  money  it  would  ordinarily  be  using  to  ad- 
dress Federal  priorities,  it  has  to  take  money  away  from  fighting 
local  priorities.  Our  goal  is  to  try  to  give  local  communities  the 
chance  to  set  their  own  priorities  with  their  tax  dollars.  I  think 
that  is  a  major  step  in  the  right  direction. 

We  have  talked  here  today  about  block  granting  dollars  back.  I 
think,  again,  I  just  happen  to  believe  that  whether  it  is  the  mayor 
of  the  City  of  Pontiac  or  it  is  the  mayor  of  the  City  of  Dearborn 
or  Royal  Oak  or  their  councils,  they  have  a  lot  better  sense  of  how 
to  address  problems  and  how  to  establish  priorities  than  we  do  out 
in  Washington,  when  it  comes  to  battling  these  front-line  difficul- 
ties. But  those  are,  I  believe,  the  right  steps  for  us  to  take. 

Chairman  DOMENICI.  Very  good.  Let  me  just  say,  we  have  put  in 
trust  about  $30  billion  to  be  used  by  the  Federal  Government  only 
for  crime,  crime  prevention,  fighting  crime.  It  seems  to  me,  from 
what  we  are  hearing  across  the  country,  we  would  do  much  better 
if  we  took  that  money  and  put  it  into  very  flexible  block  grants, 
and  let  you  choose  among  the  many  things  that  you  want  to  do  in 
drug  prevention  or  incarceration  or  the  like,  rather  than  the  specif- 
ics that  we  put  in  the  bill. 

Mr.  DiCKERSON.  One  more,  Mr.  Chairman? 

Chairman  DOMENICI.  Please. 

Mr.  DiCKERSON.  "How  can  you  vote  or  support  a  balanced  budget 
amendment  without  first  saying  where  the  cuts  are  coming  from? 
Won't  some  of  these  cuts  be  another  form  of  unfunded  mandates 
on  the  States?"  This  is  from  a  Mr.  Todd  Cook  from  Lansing,  Michi- 
gan. 

Chairman  DOMENICI.  Frankly,  let  me  tell  you,  when  we  pass  the 
constitutional  amendment  for  a  balanced  budget,  number  one,  it 
will  be  the  responsibility  not  just  of  the  Republican  Congress  to 
pass  the  budget  that  gets  to  balance,  but  Presidents  will  have  to 
present  the  blueprint  because  they  will  be  mandated  to  also  join  in 
this  fight  on  a  balanced  budget.  So  that  is  number  one. 

Number  two,  it  is  very  hard  to  project  7  years  out.  If  we  had  to 
produce  a  balanced  budget  and  say  how  we  would  do  it,  it  would 
be  about  35  to  40  percent  guesswork  beyond  3  or  4  years. 

And  third,  it  seems  that  those  who  oppose  the  balanced  budget 
amendment  would  like  us  spell  out  a  seven  plan,  knowing  full  well 
that  none  of  us  have  been  able  to  produce  a  balanced  budget.  I 
shouldn't  say  none  of  us.  Neither  Congress,  Democrat  or  Repub- 
lican, or  Presidents,  Democrat  or  Republican,  have  been  able  to 
produce  a  balanced  budget.  So,  it  seems  to  me  that  it  is  nothing 
more,  for  many  people,  than  an  apparatus  to  use  to  kill  the  bal- 
anced budget  amendment.  That  is  how  I  see  it.  That  is  what  I  have 
said  on  the  floor  and  that  is  what  I  believe. 

We  will  try  to  get  a  very  large  down  payment  in  our  Budget 
Committee.  How  large?  Maybe  as  large  as  $500  billion  off"  this  defi- 
cit, with  a  trend  line  that  is  clearly  downward,  not  upward,  like  the 
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budgets  we  have  had,  because  we  will  reform  some  of  the  manda- 
tory programs,  such  as  medicaid  and  medicare,  and  save  money  in 
a  way  that  will  continue  to  save  and  not  be  one-shot  events. 

That  is  the  best  way  I  can  say  it. 

Senator  Abraham.  I  would  only  add  a  couple  of  things.  A  couple 
of  weeks  ago,  before  our  committee  we  had  Laura  Tyson,  who  was 
at  that  time  the  Chairman  of  the  Council  of  Economic  Advisers  to 
the  President,  and  Robert  Rubin,  who  is  the  Treasury  Secretary.  I 
asked  them,  and  I  kept  asking  them  because  they  didn't  want  to 
answer  specifically,  whether  or  not,  in  either  of  their  offices,  and 
they  have  huge  staffs  in  both  these  places  of  economists  and  stat- 
isticians and  accountants  and  others,  whether,  at  any  time,  either 
of  their  offices  had  ever  actually  sat  down  and  attempted  to  create 
a  balanced  budget,  not  for,  maybe,  next  year,  but  as  we  have 
talked,  a  few  years  down  the  road.  Neither  of  them  had  ever  done 
that. 

Now,  all  these  folks  say  they  want  to  do  a  balanced  budget  some- 
time. They  just  say  that  they  don't  want  to  have  a  balanced  budget 
amendment.  The  fact  is  that  nowhere  in  this  Administration  has 
anybody  gone  and  put  pencil  to  paper  and  created  a  balanced  budg- 
et, and  that  is  the  problem  we  have  right  now. 

The  fact  is  that  everybody  who  has  said  we  should  produce  a 
plan  has,  at  the  same  time,  said  they  wouldn't  commit  to  live  by 
that  plan  next  year  or  the  following  year  because,  of  course,  the  po- 
litical reality  is  that  the  budgets  for  each  year  will  be  written  each 
year. 

Our  approach,  I  think,  that  we  are  going  to  demonstrate  in  this 
committee  is  that  there  is  a  real  commitment  to  bringing  down  the 
growth  of  government.  It,  I  think,  is  going  to  take  us  a  long  way 
towards  that  objective. 

But  the  fact  is,  we  haven't  balanced  the  budget  in  this  country 
in  25  years.  Everybody  has  said  during  that  time  that  we  didn't 
need  a  balanced  budget  amendment  to  accomplish  the  task,  but  I 
think  the  fact  that  we  have  failed  for  25  years  is  a  pretty  strong 
indicator  that  the  amendment  needs  to  pass.  Then,  I  think,  people 
will  start  making  the  tough  choices  that  have  to  be  made  for  us  to 
accomplish  that  goal. 

Chairman  DOMENICI.  Before  I  close,  I  want  to  give  you  a  dollar. 
I  would  like  for  you  to  buy  a  lottery  ticket  for  me.  [Laughter.] 

Would  you  please  make  the  beneficiary  the  United  States  Gov- 
ernment? That  means  that  if  we  win  this,  we  will  pay  for  2  hours* 
worth  of  the  National  debt.  How  is  that? 

Senator  Abraham.  Very  well. 

Chairman  DOMENICI.  Thank  you  very  much.  It  was  nice  to  be 
with  you. 

[Applause.] 

[Whereupon,  at  1:30  p.m.,  the  committee  was  adjourned.] 
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WEDNESDAY,  MAY  3,  1995 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  9:10  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Pete  V.  Domenici 
(chairman  of  the  committee)  presiding. 

Present:  Senators  Domenici,  Grassley,  Nickles,  Gramm,  Bond, 
Lott,  Gorton,  Gregg,  Snowe,  Abraham,  Exon,  Lautenberg,  Conrad, 
Boxer,  and  Murray. 

Staff  present:  G.  WilHam  Hoagland,  staff  director;  and  Keith 
Hennessey,  economist  for  social  security  and  health. 

For  the  minority:  William  G.  Dauster,  democratic  chief  of  staff 
and  chief  counsel;  and  Sue  Nelson,  director  of  budget  review  and 
analysis. 

OPENING  STATEMENT  OF  CHAIRMAN  DOMENICI 

Chairman  DOMENICI.  The  hearing  will  please  come  to  order.  I 
thank  all  the  Senators  who  are  present.  From  the  agenda  that  we 
have,  I  would  think  that  we  probably  will  be  here  for  about  3 
hours,  taking  into  account  witnesses  who  will  follow  our  two  public 
trustees.  So  let  me  first  thank  Mr.  Ross  and  Mr.  Walker. 

On  April  3rd,  this  document,  "The  Status  of  Social  Security  and 
Medicare  Programs:  A  Summary  of  the  1995  Annual  Report,"  was 
issued.  These  two  gentlemen  were  the  citizen  representatives,  as  I 
understand  it,  one  Republican,  one  Democrat.  They  were  accom- 
panied by  other  members  of  this  group  of  trustees  who  made  a  re- 
port with  reference  to  the  status  of  the  Part  A  Medicare,  that  is, 
the  hospital  protection  part  of  medicare,  and  in  it  indicated  that 
the  trust  fund  is  bankrupt  and  in  need  of  replenishment.  It  has  to 
be  fixed. 

Now,  obviously,  that  is  of  great  importance  not  only  to  the  sen- 
iors of  the  United  States  but  to  all  the  people  who  pay  into  that 
fund  who  expect  medicare  to  be  there  for  them. 

Frankly,  it  was  my  hope  that  the  receipt  of  this  report  would  per- 
mit the  Congress  of  the  United  States,  Republicans  and  Democrats, 
and  the  executive  branch  of  Government  to  sit  down  at  a  table  and 
see  if  we  could  not  fix  this.  I  am  still  hopeful,  in  the  interest  of  the 
senior  citizens  of  United  States  and  of  the  people,  the  many  mil- 
lions, who  pay  into  this  fund,  that  we  can  do  that. 

Obviously,  this  committee  has  a  responsibility  to  put  before  the 
Congress  and  the  people  of  this  country  a  fiscal  blueprint  for  where 
we  are  and  where  we  are  going.  Essentially,  the  1-week  delay  that 
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I  decided  we  would  take — which  means  this  coming  Monday,  Mem- 
bers, Unless  something  very  untoward  happens,  this  coming  Mon- 
day we  will  start  the  session  of  marking  up  the  budget.  And  to 
those  who  thought  we  should  do  it  this  week,  I  believe  you  would 
probably  agree  that  medicare  is  a  significant  enough  issue  for  the 
American  people  for  us  to  put  it  off  in  light  of  this  trustee  report 
and  see  precisely  where  we  are  going  with  reference  to  making  this 
fund  solvent. 

Senator  Lautenberg.  What  time  of  day  would  that  be,  Mr. 
Chairman? 

Chairman  DOMENICI.  I  think  at  this  point  we  will  start  about  10 
o'clock,  but  if  that  is  not  accommodating,  the  first  day  may  be  a 
day  of  discussions,  generalized  discussion,  not  necessarily  specific 
proposals.  I  will  work  with  your  ranking  member  and  see  what  is 
most  accommodating.  It  will  be  in  216  Hart,  Members,  instead  of 
here.  There  is  a  genuine  interest  that  probably  could  not  be  accom- 
modated here,  and  we  would  normally  set  our  table  down  there  in 
the  middle,  and  that  would  not  allow  very  many  people  to  be  here. 
So  we  are  going  to  do  it  in  a  larger  hearing  room  which  was  in- 
tended for  that. 

So  let  me  hope,  although  I  think  the  hope  is  dwindling,  that  we 
could  quietly  lower  the  rhetoric  and  get  some  clear  signals  as  to 
how  we  ought  to  go  about  making  medicare  solvent.  Achieving  a 
balanced  budget  and  protecting  the  Medicare  Program  are  not  in- 
compatible goals. 

Second,  the  Medicare  Program  has  expenditures  of  nearly  $180 
billion  this  year.  It  represents  about  12  percent  of  all  Federal  ex- 
penditures. It  is  growing  at  more  than  10  percent  a  year.  Over  the 
next  7  years,  it  will  spend  $1.9  trillion. 

Where  will  the  money  come  from  to  pay  the  fastest  growing  pro- 
gram in  the  Federal  budget?  Will  we  sit  by  and  watch  it  go  insol- 
vent? 

Essentially,  if  I  read  the  trustees  right,  on  a  current  basis  we  are 
spending  annually  more  than  we  are  taking  in.  I  understand  that 
to  be  a  pretty  good  definition  of  insolvency.  We  are  spending  more 
each  year  than  we  take  in  in  the  pajrroU  tax  that  all  the  working 
people  of  America  are  paying  into  this  fund  for  the  seniors — and 
they  paid  it — and  for  those  who  are  not  yet  of  age  but  are  waiting 
for  their  hospital  protection. 

So  the  truth  of  the  matter  is  that  it  is  very  important  to  the 
Budget  Committee,  not  that  we  can  say  how  to  solve  it,  for  that 
is  not  our  prerogative.  But  it  is  important  that  we  decide  what  we 
ought  to  recommend  as  a  budget  for  this  country,  and,  clearly,  if 
you  make  this  fund  solvent  and  you  put  it  on  a  path  which,  indeed, 
will  be  there  for  seniors  in  the  future,  it  should  not  be  a  surprise 
to  anyone  that  it  affects  the  budget  of  the  United  States. 

Now,  for  those  who  would  like  to  say  it  does  not  or  for  those  who 
would  like  to  say  it  should  not,  then  I  think  that  is  sort  of  like  de- 
fying gravity.  America  operates  off  a  unified  budget.  Everything  is 
on  the  budget.  Indeed,  if  it  is  spending  more  than  it  is  taking  in 
every  year,  it  is  affecting  the  budget  of  the  United  States. 

What  we  are  hoping  to  do  is  to  see  if  we  cannot  get  some  agree- 
ment as  to  how  we  ought  to  handle  that  insolvency. 
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Now,  let  me  say  that  yesterday  the  Repubhcan  leaders  asked  the 
President  of  the  United  States  to  come  and  join  us  and  see  what 
could  be  done  about  this  issue.  I  have  not  heard  a  response.  But 
I  genuinely  hope  the  President  of  the  United  States  will  not  sit  on 
the  sidelines  while  this  serious,  serious  chapter  in  America's  trying 
to  take  care  of  its  senior  citizens  unfolds. 

I  might  remind  you  that  history  has  a  way  of  repeating  itself.  In 
1982,  Social  Security  became  a  partisan  issue.  Should  we  fix  it  or 
should  we  not  fix  it?  It  became  partisan,  and  we  did  not  fix  it,  ex- 
cept in  the  very  next  year — the  very  next  year — Democrats  decided 
that  we  ought  to  fix  it  and  joined  with  Republicans  because,  in- 
deed, it  was  broken.  We  fixed  it  with  a  bipartisan  commission. 
While  it  is  not  fixed  forever,  clearly  that  was  a  giant  step  in  the 
direction  of  helping  our  senior  citizens. 

Now,  maybe  that  is  too  much  to  hope  for,  or  maybe  I  should  not 
use  that  history  as  any  indication  that  I  expect  it  to  repeat  itself. 
From  our  standpoint,  we  have  a  responsibility.  We  will  do  our  very 
best. 

If  the  media  is  wondering  have  we  come  up  with  an  absolute  con- 
clusion in  terms  of  recommendations  to  this  committee  on  this 
issue,  I  might  say  to  our  ranking  member,  in  light  of  these  discus- 
sions and  this  report,  we  are  still,  I  am  still  working  on  how  we 
ought  to  handle  it.  So  I  hear  numbers  around  about  $300  billion 
in  medicare.  Some  say  $350  billion.  Let  me  suggest  we  are  waiting 
to  hear  what  the  actuaries  tell  us  today,  what  our  Finance  Commit- 
tee tells  us,  and  what  you  tell  us. 

With  that,  I  am  going  to  yield  to  Senator  Exon,  and  then  we  will 
proceed  immediately  to  the  witnesses,  and  each  member  can  in- 
clude their  opening  remarks  in  their  first  round  of  questioning. 

Senator  Boxer.  Mr.  Chairman? 

Chairman  DoMENici.  Yes? 

Senator  Boxer.  I  would  really  hope  that  we  could  have  a  chance 
to  do  our  normal  opening  statements.  I  think  this  issue  is  crucial. 
It  involves  millions  of  Americans.  It  effects  over  3  million  medicare 
beneficiaries  my  home  State,  and  I  would  be  happy  to  keep  my 
opening  statement  to  5  minutes  and  be  gaveled  down  after  that. 
But  I  would  really  appreciate  having  that  opportunity. 

Chairman  DoMENici.  We  are  going  to  proceed  on  this  basis.  I  be- 
lieve before  the  morning  is  over,  you  will  have  had  plenty  of  oppor- 
tunity to  get  your  points  across. 

Senator  Boxer.  I  am  sorry  that  you  cannot  accommodate  mem- 
bers. 

Chairman  DOMENICI.  I  thank  you  for  your  request,  and  I  am 
going  to  try  my  best  to  accommodate,  but  not  in  a  round  of  open- 
ings that  will  take  us  until  10  o'clock  and  then  we  will  not  hear 
the  witnesses. 

Would  you  proceed,  please? 

OPENING  STATEMENT  OF  SENATOR  EXON 

Senator  ExoN.  Mr.  Chairman,  thank  you  so  very  much,  and  I 
want  to  join  you  in  welcoming  this  panel  here  today  to  help  us  bet- 
ter understand — although  I  think  some  of  us  have  understood  for 
a  long,  long  time — the  serious  problems  that  we  have  in  this  area. 
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There  has  been  a  lot  of  talk,  lots  of  discussions,  lots  of  hearings, 
lots  of  panels,  about  the  insolvency  of  the  Social  Security  Trust 
Fund  sometime  between  2026  and  now  it  has  crept  up  to  2030.  And 
while  I  think  that  remains  a  concern,  it  is  obviously  not  of  the  im- 
mediate pressing  concern  that  we  have  here  with  what  we  are  talk- 
ing about  today. 

However,  let  me  give  my  assessment  of  the  situation  which  is 
somewhat  different  than  my  friend  and  colleague,  the  Chairman  of 
the  committee. 

Dire  forecasts  about  the  insolvency  of  the  Medicare  Trust  Fund 
are  nothing  new,  and  they  should  not  be  considered  as  startling. 
Twenty-four  of  the  past  27  trustee  reports  have  made  such  pre- 
dictions. 

For  just  a  moment,  I  would  like  to  have  a  chart  put  up  here  that 
I  think  exemplifies  and  drives  home  the  points  that  I  am  trying  to 
make.  This  is  a  chart  that  goes  way  back  to  1970.  The  dates  are 
self-explanatory.  And  over  here  it  shows  what  the  people  that  are 
here  this  morning  and  those  that  have  served  on  this  important  ad- 
visory committee  for  a  long  time  are  predicting  as  to  when  the  fund 
would  be  insolvent. 

If  you  will  notice,  way  back  here  in  1976  it  was  predicted  that 
it  would  be  insolvent  by  1998.  And  if  you  go  on  down  the  list  here, 
you  will  see  that  for  the  last  10  years  it  has  been  predicted  to  go 
insolvent  sometime  at  the  turn  of  the  century  or  shortly  thereafter. 

I  only  submit  this  to  emphasize  and  drive  home  the  point  that 
this  is  nothing  new.  It  is  not  startling.  But  at  least  I  am  pleased 
that  we  are  simply  now  beginning  to  address  it. 

This  was  one  of  the  reasons  that  many  of  us  felt  very  strongly 
about  a  health  care  reform  measure.  But  it  was  gutted,  and  it 
failed  miserably. 

I  think  that  if  we  are  starting  to  look  at  this  in  isolation  without 
health  care  reform,  we  are  in  for  dire  consequences  because  I  think 
all  which  agree  that  the  driving  concern  behind  edl  of  this  has  been 
the  10  to  12  percent  a  year  increase  in  the  costs  of  health  care, 
which  have  severely  impacted  this  trust  fund. 

Rising  health  care  costs,  therefore,  are  nothing  new,  and  we 
should  approach  them  in  that  manner  today.  That  does  not  mean 
that  there  is  not  a  problem.  The  entitlement  commission  in  last 
year's  health  care  debate  emphasized  that  the  growth  rate  for  costs 
in  the  Supplementary  Medical  Insurance  Trust  Fund  cannot  be 
sustained.  I  had  hoped  that  these  issues  would  have  been  ad- 
dressed during  last  summer's  debate  on  health  care  reform.  They 
were  addressed  partially,  but  nothing  was  done.  And  the  propo- 
sition by  the  President  and  others  was  eliminated.  But  we  could 
have  and  have  staked  out,  hopefully,  a  middle  ground  for  civil  and 
rational  discourse  in  emphasizing  that  this  is  a  problem  that  has 
been  around  for  a  long,  long  time  and  has  been  essentially  ignored. 

Nine  months  later,  it  seems  it  is  old  news,  that  without  some 
sort  of  a  comprehensive  health  care  reform  which  the  President 
and  the  Democrats  proposed,  the  present  long-term  problem  that 
we  have  here  is  emphasized  by  this  chart  with  official  forecasts. 
There  is  little  or  no  chance  of  bringing  the  Federal  budget  into  bal- 
ance. I  think  that  is  what  many  of  us  are  trying  to  do. 
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What  is  new  today  is  the  reahzation  that  cutting  $1.3  triUion  in 
spending  to  balance  the  budget  will  not  be  easy,  and  that  is  the 
main  part  of  the  message.  What  is  new  today  is  that  it  is,  in  my 
view,  irresponsible,  highly  irresponsible,  to  promise  a  huge  tax  cut 
at  the  same  time  we  are  asking  the  elderly,  many  of  them  on  fixed 
incomes,  to  take  a  huge  cut  in  benefits. 

How  on  Earth  can  we  talk  about  a  quarter  of  a  trillion  dollars 
in  medicare  cuts  and  in  the  same  breath  speak  of  tax  cuts?  That 
does  not  make  any  sense. 

I  will  not  sacrifice  one  penny  of  care  for  the  elderly  to  lavish  mil- 
lions of  dollars  in  tax  breaks  for  the  wealthiest  Americans,  and  this 
is  the  heart  and  soul  of  the  concern  that  this  Senator  has. 

But  just  how  is  this  new  concern  about  medicare  based?  In  1993, 
it  was  only  the  Democrats,  without  a  single  vote  from  the  other 
side,  who  addressed  this  issue  through  the  reconciliation  bill.  We 
passed  a  bill  that  added  3-more  years  to  the  life  of  the  fund — not 
very  much,  but  better  than  nothing. 

Granted,  the  fix  was  only  temporary,  but  in  contrast,  the  Repub- 
licans' elimination  of  the  Social  Security  tax  in  the  House-passed 
bill  simply  accelerates — it  accelerates,  ladies  and  gentlemen,  the 
rate  of  insolvency  by  nearly  1-full  year.  We  are  going  backward 
rather  than  forward. 

That  bill  was  passed  with  great  fanfare  only  3  weeks  ago,  and 
now  we  are  realizing  what  serious  effects  that  might  have. 

We  are  now  being  told  that  we  have  a  crisis  on  our  hands.  It  is 
not  a  new  crisis.  Of  course,  just  last  year,  many  were  sa5dng  this 
was  no  health  care  crisis,  period;  we  have  nothing  to  worry  about. 
Some  of  my  colleagues  are  now  starting  to  smell  smoke  and  are 
asking,  Where's  the  fire?  It  is  a  three-alarm  blaze  that  is  raging 
across  the  country,  and  it  started  a  long  time  ago.  A  long  time  ago, 
not  just  during  the  recent  Easter  break. 

So  I  welcome  the  attention  that  the  new  majority  is  lavishing  on 
this  issue.  It  is  about  time.  It  is  better  late  than  never.  Yet  it  is 
unfortunate  that  our  medicare  problems  will  now  be  solved  in  the 
context  of  a  budget  resolution  driven  by  the  need  to  achieve  over 
$1.3  trillion  in  deficit  reduction,  and  I  compliment  my  Chairman 
for  focusing  attention  on  that  difficult  figure,  but  it  is  the  one  we 
have  to  address. 

I  concur  with  the  recommendations  of  the  Social  Security  and  the 
Medicare  Board  of  Trustees  in  their  1995  Trust  Fund  Report,  and 
I  quote:  "The  trustees  urge  the  Congress  to  take  additional  action 
designed  to  control  health  program  costs  and  to  address  the  pro- 
jected financial  imbalance  in  both  the  short  range  and  the  long 
range  and  devise  specific  program  legislation  as  part  of  the  broad- 
based  health  care  reform." 

Medicare's  problem  cannot  be  treated  in  isolation.  I  want  to  em- 
phasize that.  Medicare's  problem  cannot  be  treated  in  isolation. 
What  happens  to  medicaid  affects  medicare,  and  together  they  af- 
fect private  health  care  plans.  Let's  make  sure  that  changes  in 
medicaid  do  not  merely  shift  the  costs  to  the  Social  Security  recipi- 
ents or  other  sectors  of  our  economy. 

We  can  no  longer  Eifford  the  dribs  and  drabs  and  those  kinds  of 
approaches.  We  must  look  at  the  scale  structure  and  the  adminis- 
tration of  the  entire  Medicaid  Program.  We  must  address  the  pro- 
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gram's  financing  benefits  and  the  delivery  mechanism.  We  must 
provide  a  fair  and  equitable  system  for  the  beneficiaries  and  one 
that  the  taxpayers  can  afford.  We  must  provide  for  a  sound  Medi- 
care System  that  will  be  around  for  generations  to  come. 

Once  again,  I  welcome  our  witnesses,  Mr.  Chairman,  to  today's 
hearing.  We  hope  that  the  testimony  and  the  insights  will  help  us 
not  only  understand  the  magnitude  of  the  problem  but,  more  im- 
portantly, how  to  solve  it  in  a  fair  and  equitable  manner. 

Thank  you,  Mr.  Chairman. 

Chairman  DOMENICI.  Thank  you. 

Mr.  Ross,  I  understand  that  of  the  two  you  will  lead  off  and  then 
Mr.  Walker. 

STATEMENT  OF  STANFORD  G.  ROSS,  PUBLIC  TRUSTEE  OF 

MEDICARE 

Mr.  Ross.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  committee,  we  thank  you  for 
the  opportunity  to  appear  before  you  to  testify  on  the  1995  Trust 
Fund  Reports.  Mr.  Walker  and  I  have  provided  you  with  a  state- 
ment as  public  trustees,  and  in  order  to  maximize  the  value  of  our 
limited  time  before  the  committee,  I  would  ask  that  you  enter  our 
statement  into  the  record,  and  then  Mr.  Walker  and  I  would  like 
to  each  make  some  remarks  on  our  own  behalf  that  address  the  is- 
sues that  you  and  the  ranking  member  have  raised. 

Is  that  satisfactory  with  you? 

Chairman  DOMENICI.  That  is  fine. 

Mr.  Ross.  Thank  you,  sir. 

I  should  first  point  out  that  our  role  as  public  trustees  has  been 
executed  the  last  5  years  in  a  professional,  non-partisan  manner. 
We  have  agreed  on  every  statement,  we  have  made  every  appear- 
ance together,  and  we  have  done  more  than  just  be  bipartisan.  We 
have  attempted  to  bring  professional  expertise  to  this  subject  based 
on  our  Government  experiences  and  our  private  experiences. 

To  put  it  in  a  nutshell,  the  1995  reports  on  both  the  HI  Trust 
Fund  and  the  SMI  Trust  Fund  show  alarming  financial  results. 
While  the  financial  status  of  the  HI  Program  improved  somewhat 
in  1994,  the  HI  Trust  Fund  continues  to  be  severely  out  of  financial 
balance  and  is  projected  to  be  exhausted  in  about  7  years. 

The  SMI  Trust  Fund,  while  in  balance  on  an  annual  basis,  shows 
a  rate  of  growth  of  costs  which  is  clearly  unsustainable.  Moreover, 
this  fund  is  projected  to  be  75  percent  or  more  financed  by  general 
revenues  so  that,  given  the  general  budget  deficit  problem,  it  is  a 
major  contributor  to  the  larger  fiscal  problems  of  the  Nation. 

We  continue  to  believe,  as  we  also  emphasized  in  our  1993  and 
1994  public  trustees'  messages,  that  the  Medicare  Program  is  clear- 
ly unsustainable  in  its  present  form.  For  the  last  3  years,  we  have 
been  required,  pursuant  to  Section  709  of  the  Social  Security  Act, 
to  issue  the  notice  indicating  that  exhaustion  would  occur  within 
the  10  years  and  that  the  reserves  would  reach  a  20  percent  level. 

That  is  an  extraordinary  notice.  It  was  a  requirement  of  the  law 
put  in  when  the  replenishment  took  place  in  1983  of  the  Social  Se- 
curity funds. 

We  had  hoped  for  several  years  that  comprehensive  health  care 
reform  would  include  meaningful  medicare  reforms  and  that  com- 
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prehensive  health  care  reform  would  eventually  reduce  the  rate  of 
growth  of  health  care  costs  and,  thus,  the  financing  shortfall  facing 
medicare.  However,  with  the  results  of  the  last  Congress,  it  is  now 
clear  that  medicare  reform  needs  to  be  addressed  urgently  as  a  dis- 
tinct legislative  initiative. 

We  also  believe  strongly  that  medicare  reform  should  be  included 
as  an  integral  part  of  broader  health  care  reform  initiatives  which 
may  be  considered  in  the  future. 

I  personally  believe  that  there  may  well  be  a  two-step  process 
that  is  necessary,  doing  those  things  that  can  be  done  now  to  ad- 
dress things  that  can  be  affected  in  the  short  run,  while  setting  up 
a  process  to  deal  on  a  more  long-range  and  fuller  basis  with  the 
problems  in  the  context  of  broader  health  care  reform. 

I  would  like  to  emphasize  today  some  historical  aspects  of  the 
long-term  effort  to  adapt  the  Social  Security  and  Medicare  Pro- 
grams to  changing  economic  and  social  conditions,  drawing  particu- 
larly on  my  experience  as  Commissioner  of  Social  Security  in  the 
late  1970's  under  President  Carter  and  as  a  public  trustee  the  last 
5  years. 

When  viewed  in  historical  perspective,  the  long-term  financing 
problems  of  these  programs  that  are  before  us  today  are  not  recent 
occurrences,  and  the  solutions  are  likely  to  be  complicated  to  con- 
ceive and  difficult  to  enact. 

The  Social  Security  Program  was  first  enacted  by  the  Congress 
in  1935  in  a  limited  form.  The  program  expanded  slowly  over  the 
next  37  years  and,  in  fact,  did  not  reach  fiill  maturation  until  the 
amendments  of  1972. 

The  Medicare  Program  was  enacted  in  1965.  Although  a  Federal 
health  care  program  was  considered  in  1935,  only  after  some  30 
years  did  such  a  program  get  enacted,  and  then  only  for  the  elderly 
and  disabled  as  a  logical  expsmsion  of  the  Social  Security  System. 

The  extraordinary  prosperity  of  the  post-war  period  from  1945  to 
roughly  1972  allowed  benefits  to  be  expanded  and  the  elderly  to 
share  in  the  economic  success  of  the  immediate  post-war  period. 
The  result  of  the  matured  Social  Security  Program  and  the  Medi- 
care Program  was  to  remove  many  elderly  from  poverty  and  gen- 
erally to  enhance  the  security  and  well-being  of  workers  who  were 
disabled  or  retired. 

However,  beginning  shortly  after  1972,  Avith  the  oil  shocks, 
stagflations,  and  the  more  unsettled  circumstances  of  the  1970's, 
the  Social  Security  System  reflected  the  economic  and  social 
stresses  of  the  time.  It  became  clear  that  changes  were  necessary 
to  adapt  the  program  to  these  changed  circumstances  and  those 
projected  for  the  fixture.  Thus,  major  retrenchments  in  the  program 
came  in  the  form  of  amendments  in  1977  and  1983.  On  each  occa- 
sion, the  Congress  on  a  bipartisan  basis,  in  a  complex  package  of 
structural  changes,  both  raised  payroll  taxes  and  reduced  benefits 
in  the  interest  of  providing  long-term  fingincial  stability  to  the  pro- 
gram. 

The  Medicare  Program  was  subject  to  a  series  of  cost  contain- 
ment enactments  in  the  1980's  and  has  repeatedly  been  the  subject 
of  congressional  concerns  over  the  past  decade.  Many  changes  were 
enacted  with  the  cooperation  of  Democratic  Congresses  and  the  Re- 
publican administrations  of  Presidents  Reagan  and  Bush. 
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I  believe  it  is  clear  from  even  this  briefly  capsulized  history  thai 
it  is  entirely  possible — indeed,  absolutely  necessary — to  successfully 
adapt  the  Social  Security  and  Medicare  Systems  to  changing  cir- 
cumstances and  in  particular  to  the  economic  and  social  conditions 
that  are  anticipated  to  prevail  in  the  next  century.  Moreover,  the 
key  to  accomplishing  needed  changes  is  to  make  programmatic 
changes — that  is,  changes  in  which  the  programs  are  reformed  on 
their  own  terms  to  provide  long-term  financial  stability  for  them. 

History  shows  that  changes  proposed  essentially  to  achieve  defi- 
cit reduction,  or  as  part  of  any  kind  of  legislative  program  that  is 
not  perceived  to  preserve  and  maintain  these  programs  for  the  ben- 
efit of  not  just  current  beneficiaries  but  workers  who  will  become 
beneficiaries  in  the  years  ahead,  do  not  fare  well. 

In  my  judgment,  deficit  reduction  and  Social  Security  and  medi- 
care reforms,  which  are  both  vital  priorities  for  the  Nation,  can 
best  be  achieved  when  pursued  independently  of  each  other.  And 
I  would  submit  that  any  savings  that  might  be  made  in  the  Medi- 
care Program  should  be  recycled  through  the  Medicare  Trust 
Funds  to  be  preserved  to  maintain  the  long-term  financial  stability 
of  that  program  and  not  diverted  for  other  programs,  including 
even  other  health  care  programs. 

Bipartisanship  in  developing  a  broad  consensus  for  change  is  es- 
sential to  successfully  adapting  the  Social  Security  and  Medicare 
Systems.  I  firmly  believe  that  the  problems  these  programs  pres- 
ently face  are  serious  and  need  to  be  addressed  promptly. 

Perhaps  the  most  important  step  we  can  take  right  now  is  to  find 
ways  for  people  of  all  persuasions  to  work  together  to  bring  these 
programs  into  long-term  financial  stability.  For  looking  at  history 
almost  assuredly  tells  us  that  a  complex  package  of  structural 
changes  will  be  needed  that  involves  both  benefit  reductions  and 
revenue  increases,  and  construction  of  this  package  will  require  a 
great  deal  of  good  will  and  trust  on  the  part  of  many  people  in  our 
country. 

Finally,  I  would  submit  that,  despite  the  difficulties  over  the  last 
20  years  in  achieving  needed  adaptations,  our  present  Social  Secu- 
rity and  Medicare  Progrsuns  have  continued  to  serve  the  country 
well.  It  is  my  strong  belief  that  the  Social  Security  and  Medicare 
Programs  are  fundamentally  sound  and  that  it  is  vital  to  the  wel- 
fare of  the  Nation  in  the  21st  century  that  they  be  adapted  now 
in  ways  to  keep  them  sound  in  changing  circumstances.  By  making 
relatively  small  changes  soon  and  gradually,  more  radical  disrup- 
tive changes  can  be  avoided. 

That  completes  my  statement.  I  will  be  happy  to  answer  any 
questions  you  may  have  about  either  our  joint  statements  submit- 
ted for  the  record  or  my  personal  testimony  today.  I  thank  you  once 
again  for  the  opportunity  to  appear  before  you  and  command  you 
for  your  sincere  commitment  in  holding  these  hearings  and  trying 
to  provide  leadership  vital  to  achieving  needed  reforms  in  these 
programs. 

Thank  you. 

Chairman  DOMENICI.  Thank  you,  Mr.  Ross. 

Mr.  Walker? 
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STATEMENT  OF  DAVID  M.  WALKER,  PUBLIC  TRUSTEE  OF 

MEDICARE 

Mr.  Walker.  Mr.  Chairman,  members  of  the  committee,  it  is  a 
pleasure  to  be  here  today  before  you  to  address  this  very  serious 
issue.  It  is  not  a  new  but,  candidly,  it  is  time  for  action. 

Since  I  understand  that  the  committee  members  have  been  pro- 
vided with  a  copy  of  our  latest  summary  annual  report  and  our 
statement,  I  will  focus  my  views  on  issues  which,  for  the  most  part, 
go  beyond  that  statement  and  which  represent  my  personal 
views — my  personal  views  based  upon,  among  other  things,  being 
a  public  trustee  of  Social  Security  and  medicare  for  5  years,  a 
former  Assistant  Secretary  of  Labor  for  pension,  health,  and  other 
welfare  programs,  and  a  former  head  of  the  Pension  Benefit  Guar- 
anty Corporation. 

In  my  view,  when  viewed  on  a  combined  basis,  our  current  Medi- 
care and  Social  Security  Programs  promise  sigiiificantly  more  than 
this  Nation  can  reasonably  be  expected  to  deliver  in  the  next  cen- 
tury. This  statement  is  based  on  known  demographic  trends,  pro- 
jected health  care  costs,  the  current  national  debt,  projected  fiscal 
budget  deficits,  the  projected  financial  imbalances  in  both  the  So- 
cial Security  and  Medicare  Programs,  and  a  variety  of  other  fac- 
tors. 

At  the  same  time,  the  nature,  the  timing,  and  the  magnitude  of 
the  projected  financial  imbalances  facing  the  Social  Security  and 
Medicare  Trust  Funds  are  distinctly  different.  Clearly,  the  pro- 
jected financial  imbalance  in  the  HI,  Hospital  Insurance,  Part  A, 
Medicare  Program,  is  our  most  serious  and  immediate  concern 
since  the  projected  cost  rate  in  that  program  far  exceeds  the  pro- 
jected income  rate.  And  the  HI  Trust  Fund  is  projected  to  become 
exhausted  in  the  year  2002. 

Importantly,  the  program  began  turning  a  negative  cash  flow, 
based  upon  premiums  only,  in  1992  and  will  turn  an  absolute  nega- 
tive cash  flow  starting  in  1996.  The  SMI  Program,  Part  B,  which 
is  beyond  the  general  scope  of  this  hearing,  has  turned  a  negative 
cash  flow  for  the  last  several  years. 

In  addition,  the  past  and  projected  escalation  in  health  care  costs 
for  both  the  HI  and  the  SMI  Programs,  is  alarming  and 
unsustainable.  These  escalating  costs  are  caused  by  a  variety  of 
factors,  including  certain  uncontrollable  factors,  factors  that  this 
committee  or  nobody  in  this  country  can  control,  such  as  the  in- 
creasing dependency  ratio  and  longer  fife  spans. 

As  Mr.  Ross  and  I  have  stated  in  the  last  several  public  trustee 
statements,  the  medicare  programs  are  clearly  unsustainable  in 
their  present  form.  And  we  have  got  to  be  straight  with  the  Amer- 
ican people  about  that. 

In  my  opinion,  these  programs  are  in  need  of  fundamental  and 
dramatic  reform.  This  includes  reviewing  who  is  covered,  what  ben- 
efits are  provided,  how  they  are  provided,  and  how  these  programs 
are  financed. 

There  is  little  question  in  my  mind  that  the  incremental  and 
cost-shifting  approaches  of  the  past  have  about  been  played  out.  In 
addition,  while  additional  long-term  savings  can  and  should  be 
achieved  by  more  aggressive  use  of  managed  care  approaches  and 
tougher  enforcement,  these  initiatives  may  not  result  in  cost  sav- 
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ings  in  the  short  term,  given  the  adverse  selection  that  currently 
exists  in  the  managed  care  arrangements  in  medicare.  In  addition, 
these  actions  alone  will  not  come  close  to  solving  the  long-term  fi- 
nancing problems  of  the  current  Medicare  Program. 

In  my  opinion,  while  the  current  medicare  programs  may  have 
been  appropriate  and  affordable  in  1965,  they  clearly  will  not  be  in 
the  next  century. 

Again,  this  opinion  is  based  on  fact.  It  is  based  on  known  demo- 
graphic trends,  escalating  health  care  costs,  existing  health  care 
coverage  gaps,  the  current  tax  treatment  of  health  benefits,  the 
projected  financial  condition  of  the  medicare  programs,  the  relative 
well-being  of  the  elderly  as  compared  to  other  cohort  groups,  the 
National  debt,  projected  budget  deficits,  et  cetera.  Those  are  facts. 

As  a  result,  the  time  has  come  to  re-engineer  the  medicare  pro- 
grams in  a  manner  that  is  fair — it  has  got  to  be  fair — fiscally  re- 
sponsible, and  economically  rational.  We  must  also  assure  that 
these  re-engineered  programs  are  financially  sound  and  sustainable 
over  the  longer  term.  We  have  got  to  define  what  we  can  promise, 
and  we  have  got  to  make  sure  that  whatever  we  promise  is  secure 
so  we  don't  have  expectation  gaps  that  we  currently  have,  which 
are  tremendous,  in  the  elderly  population  and  the  younger  popu- 
lation. 

Any  fundamental  re-examination  of  the  medicare  programs 
should  preferably  be  pursued  within  the  context  of  more  com- 
prehensive health  care  reform.  However,  in  my  opinion,  from  a 
more  practical  standpoint,  we  need  to  pursue  incremental  medicare 
and  health  care  reforms  while  we  conduct  a  massive  public  edu- 
cation campaign  in  advance  of  more  dramatic  and  comprehensive 
health  care  and  medicare  reforms. 

Any  broader  health  care  reform  initiative  should  include  review- 
ing and  reconsidering  the  appropriate  roles  of  Government,  employ- 
ers, and  individuals  in  the  provision  and  financing  of  health  care, 
including  reconsidering  all  current  tax  preferences  for  health  care. 

This  broader  reform  initiative  should  also  focus  on  what  individ- 
uals need  and  what  our  Nation  can  afford  rather  than  what  bene- 
fits are  currently  provided  and  what  additional  benefits  people 
want. 

After  all,  there  is  no  free  lunch,  and  to  the  extent  that  these  pro- 
grams are  not  self-sustaining  or  otherwise  affordable,  they  will  only 
serve  to  further  mortgage  our  children's  future  and  exacerbate  ex- 
isting expectation  gaps. 

Importantly,  failure  to  effectively  escalating  health  care  costs 
and  the  financial  imbalance  in  the  medicare  programs  in  a  timely 
and  effective  manner  will  have  serious  long-term  economic  and 
intergenerational  consequences.  We  must  have  the  courage,  the  vi- 
sion, and  the  commitment  to  deal  with  the  fundamental  financial 
imbalance  in  the  medicare  programs  and  our  health  care-related 
challenges  in  a  timely,  comprehensive,  and,  most  importantly,  non- 
partisan manner. 

Quite  frankly,  I  sat  at  the  Ways  and  Means  Committee  for  4 
hours  yesterday  and  was  embarrassed  by  the  partisanship. 

Delay  will  only  serve  to  increase  the  difficulty  and  the  severity 
of  any  related  changes.  In  addition,  failure  to  address  the  financial 
imbalance  in  the  medicare  programs  will  likely  have  long-term  ad- 
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verse  consequences  on  Social  Security  since  the  Congress  has  had 
a  history  of  redirecting  funds  from  the  relatively  better  financed — 
and  I  underline  the  words  "relatively  better  financed",  because 
none  of  these  programs  is  well  financed — the  relatively  better  fi- 
nanced programs  in  the  short  term  in  order  to  shore  up  troubled 
programs. 

One  recent  example  is  OBRA  1993.  OBRA  1993  ended  up  in- 
creasing the  income  inclusion  for  certain  Social  Security  benefits 
from  50  percent  to  85  percent,  and  the  additional  revenues  that 
were  achieved  there  did  not  go  into  Social  Security,  which  has  long- 
range  financial  problems;  it  went  into  medicare.  And  it  has  nothing 
to  do  with  medicare.  In  my  opinion,  those  types  of  approaches  are 
shortsighted,  inappropriate,  and  they  must  stop.  Each  social  insur- 
ance program  should  be  designed  to  stand  on  its  own  two  feet. 

In  summary,  as  an  informed  and  concerned  private  citizen  and 
a  father  of  two,  I  am  extremely  concerned  that  this  Nation  faces 
a  number  of  looming  crises,  including  a  retirement  and 
intergenerational  crisis.  We  must  have  the  courage,  the  vision,  and 
the  commitment  to  deal  with  these  looming  crises  in  a  timely,  effec- 
tive, and  non-partisan  manner. 

In  my  opinion,  it  is  time  for  statesmansliip,  not  partisan  rhetoric. 
It  is  time  for  actions,  not  words.  It  is  time  to  focus  on  benefit  secu- 
rity, not  on  tax  cuts  and  not  on  benefit  enhancements.  And  this 
body  has  more  of  an  ability  to  be  able  to  do  that  as  envisioned  by 
the  Constitution. 

Doing  so  is  critical  to  the  long-term  competitive  posture  and  eco- 
nomic security  of  this  Nation,  the  economic  security  of  our  children 
and  grandchildren,  and  the  retirement  security  of  American  work- 
ers and  retirees.  In  my  opinion,  the  approach  we  should  take  is: 
first,  enact  selected  incremental  medicare  £md  health  care  reforms; 
second,  conduct  a  massive  public  education  campaign  to  educate 
the  public  as  to  what  we  face;  third,  form  a  bipartisan  blue  ribbon 
commission  to  deal  with  this  in  a  considered,  constructive  manner, 
as  the  Greenspan  Commission  did  in  1983;  and,  fourth,  eventually 
enact  more  comprehensive  medicare  and  health  care  reforms  before 
we  run  out  of  money. 

As  such,  I  stand  ready  to  assist  the  Congress  to  address  this  im- 
portant challenge  in  a  reasoned,  responsible,  and  non-partisan 
manner. 

Mr.  Chairman,  that  concludes  my  statement.  I  am  more  than 
happy  to  answer  any  questions  that  you  or  the  other  committee 
members  may  have. 

Chairman  DOMENICI.  Thank  you  very  much,  Mr.  Walker.  Might 
I  say  to  both  of  you,  thank  you  for  the  services  you  have  rendered. 

[The  prepared  statement  of  Mr.  Ross  and  Mr.  Walker  follows:] 
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MR-  CHAIRMAN  AND  MEMBERS  OF  THE  COMMTrTEE: 

It  is  our  privilege  to  testify  regaiding  the  finimriai  status  of  the  Medicare  Ilospital 
iDsarance  (HE)  and  Suppleitientaiy  Medical  Insniaoce  (SMQ  Tnist  Ponds  ta  shown  in  Qic 
1995  Aniinal  RqxKts  of  the  Board  of  Tiustees  of  those  fiuds.  As  you  know,  the  Public 
Tnistccs  are  part-tioDe  oflicials  ^pointed  by  the  FiesideDt  and  confirmed  by  dbe  Seostc  to 
rcpcescot  the  public  interest  in  this  ixupoitant  process  of  public  accountabiliQr.  In  our  nonnal 
activillcs.  Mr.  Ross  is  a  lawyer  and  consuhant  and  Mr.  Walker  is  a  CPA  and:  consultant, 
both  wi^  extensive  public  and  private  experience  in  tax,  financial  and  retirement  security 
mattei^.  Pursuant  to  law,  our  terms  as  Public  Trustees  ended  widi  issuance  of  the  1995 
Tnistccs  Reports  on  April  3,  199S.  Our  joint  statement  reflects  the  positions  wc  tocdc  in  those 
reports. 

Role  of  the  Public  Tnisaees 

As  Public  Trustees,  cor  primary  acdvities  were  directed  at  assuring  that  die  Annual  Trust 
Fund  Reports  fiiUy  and  &irly  present  die  current  and  projected  financial  condition  of  the  trust 
funds.  During  preparation  of  the  Annual  Reports  over  the  last  5  years,  we  participated  in  the 
review  of  the  proposed  short-range  and  long-range  economic  and  demographic  assumptions 
and  in  the  decisions  made  on  those  assumptions.  We  attempted  to  test  assumptions,  question 
methodologies  and  wort  widi  the  Offices  of  the  Acmary  of  the  Social  Security 
Administration  and  the  Health  Care  Financing  Administration  and  ofliers  in  and  out  of 
govcTJomcnt  to  seek  improvements  in  the  projections.  SpccificaDy,  we  sponsored  roundtablc 
discussions  with  c:q)ert  panels  on  key  assumptions,  including  the  rate  of  change  in  fertility, 
mortality  and  real  wages.  We  also  sponsored  a  symposium  and  publication  of  papers  on  how 
methods  aixl  assumptiotis  might  be  improved  to  better  estimate  ttie  future  income  and  health 
care  needs  of  the  ddcrfjr  and  disabled.  The  goal  of  these  efforts  was  to  assure  the  American 
public  of  the  Imegxl^  d  the  process  and  crcdibiliQr  of  the  information  in  these  r^)orts. 

In  addition  to  our  efforts  to  ensure  flic  inEegrity  of  the  projections  in  the  trust  fund  imports, 
we  also  wodced  to  in^jrove  communications  wifli  the  Congress  and  the  public  r^^rding  these 
important  programs.  We  are  paiticulariy  pleased  to  have  provided  leadership  in  rctoming  to 
une  set  of  intcrmcdiaic  pnjections,  or  "best  estimates,"  in  the  rq)orts,  and  in  conceiving  and 
instituting  the  increasingly  popular  Summary  oftiie  Annual  Feports,  including  an  annual 
"Message  From  the  Public  Trustees,"  as  an  important  pan  of  the  rqjorting  process.  Wc  also 
testified  before  congressx>nal  committees  and  other  governmental  commissions,  and  gave 
speeches  and  briefings  to  congressional  staffs  and  other  interested  parties.  Our  goal  in  these 
activities  has  been  to  ciiance  understanding  of  the  current  and  projected  financiaJ  condition 
of  the  Social  Security  and  Medicare  programs. 
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A  key  point  wc  have  stzesscd  is  that  projections  nltimatcly  are  only  estimates  and  must 
necessarily  reflect  the  unccitainties  of  the  fotnre.  Neveitheless,  the  pipjcctions  in  the 
Trustees  Reports  are  useful  if  undeistood  as  a  guide  to  a  plausible  range  of  lutuie  results  and 
if  acted  on  in  a  timely  and  responsible  manoer.  With  this  purpose  in  nnnd,  we  now  turn  to 
the  projecdoos  in  tbe  1995  lepcaX  on  the  HI  and  SMI  Trust  Funds. 

Medicare  Program 

The  1995  reports  on  both  the  HI  Trust  Fund  and  the  SMI  Ttust  Fuoi  show  alarming 
financial  results.  While  die  financial  status  of  flic  HI  program  improved  somewhat  in  1994, 
tlie  EI  Trust  Fund  continues  to  be  severely  out  of  finanriai  balance  and  is  projected  to  be 
exhausted  in  about  7  years.  The  SMT  Trust  Fund,  while  in  balance  on  m  annual  basis,  shows 
a  rate  of  growth  of  costs  which  is  clearly  unsustainable.  Moreover,  tiiif  fond  is  projected  lo 
be  75  percent  or  more  fitianced  by  general  revenues,  so  that  given  the  general  budget  deficit 
problem,  it  is  a  major  contributor  to  the  larger  fiscal  problems  of  the  cadon. 

Currently  about  four  covered  workers  sopport  each  HI  enrollee.  This  ratio  will  begin  to 
rifcline  rapidly  early  in  flic  next  century.  By  the  middle  of  the  next  cencniy,  only  about  two 
covered  workers  will  support  each  cnroUee.  Not  only  arc  the  anticipated  reserves  and 
financmg  of  the  HI  program  inadequate  to  ofiiset  this  dcmogr^hic  change,  but  under  all  the 
sets  of  assuo^tions,  the  ttust  fimd  is  projected  to  become  exhausted  even  before  tbe  major 
demogr^hic  shift  begins  to  occur. 

The  Trustees  note  that  some  steps  have  been  taken  to  reduce  the  rate  of  growth  in  payments 
to  hospitals,  including  the  implementation  of  the  prospective  payment  svsccm  for  most 
hospitals.  lisperieoce  to  date  suggests  that  this  reimbursement  mechanim,  together  with 
payment  limitation  provisions  enacted  by  the  Congress,  has  helped  to  cocstraia  the  growth  in 
hospital  payments  and  has  inqirovcd  the  efficiency  of  the  hospital  indusay. 

Extension  of  this  payment  system  lo  other  providars  of  HI  services  and  further  legislation  to 
limit  payment  increases  to  all  HI  providers  could  postpone  depletba  of  ibc  HI  trust  fund  for 
about  another  5  to  10  years.  Much  more  substantial  steps  would  be  required,  however,  to 
ptrevent  trust  fund  depletion  beyond  2010  as  the  baby  boom  generation  begins  to  reach  age  65. 

We  continue  to  believe,  as  we  also  emphasized  in  our  1993  and  1994  Public  Trustees 
Messages,  that  the  Medicare  program  is  clearly  unsustainable  in  its  prcscoi  form.  We  had 
hoped  for  several  years  that  comprehensive  health  care  reform  would  include  meaningful 
Medicare  reforms  and  that  comprehensive  health  reform  would  eventually  reduce  the  rate  of 
growth  of  health  care  costs  and  thus  the  financing  shortfall  facing  Medicare.  However,  with 
the  results  of  the  last  Congress,  it  is  now  clear  that  Medicare  reform  needs  to  he  addressed 
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urgently  as  a  distinct  legislxnve  ioitiaiive.  We  also  believe  strongly  that  Medicare  icfonn 
should  be  included  as  an  inn^ral  part  of  any  broader  healtb  care  lefonn  initiative  whicb.  may 
be  coDsidered  in  tlic  futnrc. 

There  are  basic  questions  with,  tiie  scale,  stmctoic  and  administration  of  the  Medicare 
progiam  that  need  to  be  addressed.  For  example,  is  it  appropriate  to  have  a  Part  A  (Hospital 
Tnsuraoce)  and  Part  B  (Siqipkxnentary  Medical  Insnrance)  today,  or  should  this  legacy  of  the 
political  process  that  enacted  Medicare  in  the  mid-1960s  be  revised  to  create  a  unified 
program?  Is  it  appropriate  to  combine  participaiits'  social  insurance  tax  contributions  for  Part 
A  and  praniom  payments  for  approximately  one-quarter  of  Part  B  with  general  revenues?  If 
so,  what  should  be  flic  proper  combination  of  beneficiary  premiums,  taxpayer  social 
insurance  contributions,  and  general  revenues?  How  are  each  of  these  kinds  of  rcvcmic 
sources  to  be  justified  and  viiat  rights  to  benefits  and  responsibilities  to  pay  benefits  are 
thereby  established?  EIow  caa.  the  program  become  more  cost-effective?  How  can  fraud, 
abuse  and  waste  be  better  caccrolled? 

We  believe  that  comprehensive  Medicare  reforms  should  be  undertaken  to  make  this  program 
Onancially  sound  now  and  otcx  the  long  term.  The  klca  that  reductions  in  Medicare 
expendiuire^  should  be  available  for  other  purposes,  including  even  other  health  care 
purposes,  is  mistaken.  The  £xus  should  be  on  iriaHng  Medicare  itself  sustainable,  making  it 
compatible  with  Social  Security,  and  makiag  both  Social  Security  and  Medicare  financially 
sound  in  the  long  term.  WMk:  Social  Security  is  in  far  better  financial  health  dian  Medicare 
and  the  changes  that  will  be  required  in  Social  Security  can  be  relatively  small  and  gradual  if 
they  arc  begun  in  the  near  fcanre,  the  naagnitudc  of  those  changes  grows  each  year  that  action 
is  delayed.  Thus,  urgent  aneation  to  Mcdieare's  financing  is  critical,  but  it  is  iuipurtant  to 
keq)  in  mind  the  finsTicing  ireds  of  both  Social  Security  and  Medicare  when  making  any 
changes  because  the  resources  that  are  devoted  to  one  area  will  not  be  available  to  the  other. 

We  stitJngly  recommend  that  fee  crisis  presented  by  tiic  finanr.ial  condition  of  the  Medicare 
Trust  Funds  be  addressed  on  a  comprehensive  basis,  including  a  review  of  the  program's 
financing  methods,  benefit  provisions,  and  delivery  mechanisms.  Various  groups  should  be 
consulted  and  reform  plans  developed  that  will  not  be  disruptive  to  beneficiaries,  will  be  fair 
to  current  taxpayers  who  wiB  in  die  fimire  become  beneficiaries,  and  win  be  compatible  with 
government  finances  ovcralL 

We  have  attached  to  our  statcaacnt  the  four-page  'Message  From  the  Public  Trustees"  that  is 
included  in  the  Summary  of  the  1995  Annual  Reports,  as  weU  as  our  biographical 
information.  We  thank  you  for  the  opportunity  to  present  our  views  and  will  be  pleased  to 
answer  any  questions  you  mzy  have. 


Q.^^Qfl     CiR  -  7 
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The  Public  Trustees 


Six  people  serve  on  Ae  Social  Security  and  MeMcart  Boards  of  Trustees:  the  Secretary  of  the  Treasury, 
the  Seaetary  of  Lobar,  the  Secrexary  ofEecdA  and  Human  Services,  the  Comndssioner  cf  Social  Security 
and  two  memben  (of  i^erent  political  parties)  (pointed  by  the  President  and  coi^rmed  by  the  Senate 
to  represent  the  public.  The  Boards  are  required  by  law  to  report  to  the  Congress  each  year  on  the 
operation  cf  the  four  Sodat  Security  and  Medicare  trust  funds  and  the  projected  financial  status  of  these 
fiauL  far  fixture  years,  1  he  Public  Trustee  positions  were  created  by  the  Social  Security  Amendments  of 
1983.  Stanford  Q.  Boss  and  David  M.  Walker  began  pur-^ear  terms  as  Public  Trustees  on  October  2, 
1990,  and  completed  Adr  terms  with  issuance  of  the  1995  reports  on  April  3,  1995.  In  addition  to  thdr 
duties  overseeing  the  trust  fiaids,  they  have  worked  to  increase  public  understandbig  arui  public 
cor^idence  reganSng  Sodal  Security  and  Hedicare. 


STANFORD  G.  ROSS 

Stanfisrd  G.  Ro6s  is  a  Senior  Partner  in  the  law  fiim  of  Arnold  &.  Porter  ia  Washington,  D.C.  Mr.  Ross 
dealt  exteosively  with  pabilc  policy  issues  while  serving  in  the  U^.  Treasury  DepartmcxLt,  on  tbe  WMte 
House  domestic  policy  staff,  and  as  Commissioner  of  Social  Secant/.  He  also  served  as  Oiair  of  an 
Advisory  Council  on  Social  Security. 

Mr.  Ross  has  tau^  law  ai  the  Georgetown,  Harvard,  New  York  Univcisiiy  and  Virginia  Law  Schools, 
and  has  been  a  Visiting  Fellow  at  the  Hoover  Institution,  Stanford  University.  Mr.  Ross  has  served  as 
Chairman  of  the  Americaa  Bar  Association  Tax  Section  Coaunltiee  on  Social  Secnri^  and  Payroll  Tax 
ProblcoiS.  He  has  provided  tedmical  assistance  to  various  foreign  countries  on  Social  Security  and  tax 
issues  mider  the  auspices  of  the  Intemarinnal  Monetary  Fond,  the  World  Bank,  and  the  U.S.  Treasury 
Department.  Mr.  Ross  served  as  President  of  the  National  Academy  of  Social  losurazice  from  Janoary 
1990-April  1992,  and  is  a  founding  member  and  a  member  of  its  Board  of  Directors.  He  received  a  J.D. 
degree  from  Harvard  Law  School  and  a  B.A.  degree  from  Washington  Umvcrsity  (St.  Louis).  He  is  the 
author  of  mai^  papers  on  federal  taxation  and  income  security  and  is  a  frequent  participant  in  conferences 
on  these  subjects. 


DAVIBM.  WALKER 

David  M.  WaOcer  is  a  partner  and  worldwide  managing  director  of  the  compensation  and  benefits  practice 
of  Arthur  Andersen  ILP  based  In  Allaiua,  Georgia.  Mr.  WaUcer  has  hkd  a  variety  of  executive  and 
policymaking  positions  in  the  Federal  govenmicni,  inciudiiig  scrying  as  head  of  two  of  the  three  Federal 
agencies  that  administer  tfie  Enq)loyee  Retirement  Income  Security  Aa  of  1974  (ERISA) .  His  most  recent 
full-time  government  position  was  Assistant  Secretary  of  Labor  for  Pension  and  Welfare  Benefit  Programs 
at  the  U.S.  Dq>aitmcm  of  Labor.  Mr.  Walker  served  at  the  Pension  Benefit  Guaratsy  Corporation 
(PBGC)  before  joining  the  Dqtartmcot  of  Labor. 

Mr.  Walker  is  a  Certified  Public  Accountant  and  received  his  B.S.  in  accounting  from  Jacksonville 
University.  He  holds  a  number  of  leadeiship  positions,  infti»Kiig  serving  as  a  director  of  the  Association 
of  Private  Pension  aixi  Welfare  Plans  (APPWP).  rhaiTTTmn  of  the  American  Institute  of  Certified  Public 
Accountants'  (AICPAs)  Employee  Benefit  Plans  Committee,  and  vice-chalnnaa  of  the  Legislative 
Committee  for  the  Southern  Enqjloyce  Benefits  Conference.  He  is  a  member  of  a  nmnber  of  other 
organizations,  including  llie  National  Academy  of  Social  Insuraixx:  and  the  Editorial  Advisory  Board  of 
Journal  of  Accountancy  and  Journal  of  Taxation  cf  Employee  Benefits.  He  is  a  frequent  speaker,  author 
and  expert  witness  oo  a  variety  of  compensation,  beoefics,  invesunent,  retirement  and  related  issues. 
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Chairman  DOMENICI.  On  our  side,  I  am  going  to  proceed  for  some 
time,  in  any  event,  with  Senators  going  with  questions  and  com- 
ments. I  will  wait  for  a  while  before  I  ask  questions. 

Senator  Gregg,  we  are  following  the  rule  of  first  here.  You  will 
go  first.  Senator  Grassley,  you  are  second.  And  whomever  the  rank- 
ing member  decides — he  can  go  first  or  whomever  he  decides. 

Senator  Lautenberg.  How  about  "she"? 

Chairman  Domenici.  Well,  whatever.  He  or  she. 

Senator  Gregg.  How  much  time? 

Chairman  DOMENICI.  Seven-and-a-half  minutes. 

Senator  Gregg.  Thank  you,  Mr.  Chairman. 

First,  I  want  to  thank  Mr.  Ross  and  Mr.  Walker.  Your  testimony 
and  your  report  are,  to  put  it  kindly,  sobering.  There  is  no  question 
but  that  you  have  in  a  very  effective,  aggressive,  and,  I  think,  ap- 
propriate way  sounded  a  significant  alarm.  This  chart  that  is  over 
here  is  really  irrelevant,  I  believe,  to  the  alarm  that  you  are  sound- 
ing, which  is  that,  independent  of  whatever  chart  you  bring  up  for 
what  was  said  in  the  past,  the  trust  fund  is  going  bankrupt. 

If  I  understand  it  correctly,  you  are  pointing  out  that  there  pres- 
ently is  a  negative  cash  flow.  That  negative  cash  flow  accelerates 
geometrically,  and  around  about  the  year  2002  you  have  used  up 
all  your  reserves  and  the  system  is  bankrupt.  Is  that  correct? 

Mr.  Ross.  That  is  correct. 

Mr.  Walker.  That  is  correct.  Senator,  and  this  graphically  shows 
it.  There  is  where  we  are.  Here  is  the  path  we  are  on.  Aiid  I  do 
not  know  a  roller  coaster  that  is  that  steep.  I  am  sure  you  would 
not  want  to  be  on  it. 

Senator  Gregg.  Sort  of  like  this  graph? 

Mr.  Walker.  It  is  even  worse  than  that.  It  is  even  worse.  But 
you  get  the  idea. 

Senator  Gregg.  The  problem  is  that,  as  of  the  year  2002,  there 
will  be  no  more  funds  to  pay  health  insurance  for  senior  citizens. 
And  under  the  law,  as  it  is  presently  set,  we  do  not  have  the  capac- 
ity to  run  the  fund  if  there  is  no  money.  Is  that  correct? 

Mr.  Ross.  You  would  have  to  pass  legislation  to  replenish  it  or 
do  something.  Under  present  law  when  there  is  insufficient  funds, 
benefits  cannot  be  paid. 

Senator  Gregg.  So  there  will  be  no  health  insurance  plan  under 
this  present  glide  path,  which  is  more  appropriately  described  as 
a  nosedive  into  bankruptcy.  There  will  be  no  more  health  insurance 
for  seniors. 

Mr.  Ross.  I  would  hope  that  the  Congress  would  not  let  that 
happen.  The  history  that  I  capsulated  shows  that  the  more  likely 
risk  is  that  at  the  very  last  minute  you  will  do  something  short 
term  to  avert  that  catastrophe,  and  it  will  be  whatever  is  expedient 
at  the  moment,  without  as  much  flexibility  and  opportunity  to  con- 
struct a  constructive  solution. 

Senator  Gregg.  Well,  I  think  that  is  obviously  the  case,  and  I 
would  agree  with  that  analysis.  But  I  am  just  trjdng  to  project  that 
the  problem  is  not  a  minor  one,  that  it  is  a  real  problem,  irrelevant 
of  the  chart  that  has  been  brought  forward  by  the  ranking  member. 

Mr.  Ross.  It  is  real  and  it  is  serious. 

Senator  Gregg.  We  have  serious  problems  here;  right? 

Mr.  Ross.  That  is  correct. 
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Mr.  Walker.  It  is,  and  it  is  going  to  take  time  to  come  up  with 
a  solution.  So  we  have  got  to  begin  now. 

Senator  Gregg.  And  I  think  that  is  the  second  extremely  con- 
structive point  that  you  have  brought  to  the  table,  the  first  being 
highlighting  the  significance  of  the  problem,  and  the  second  being 
pointing  out  an  approach  to  try  and  address  the  problem,  which 
you  both  have  laid  out — in  general  terms,  obviously.  You  have  not 
gotten  into  the  specifics. 

But  to  try  to  put  the  problem  in  context,  as  I  understand  it,  to 
actuarially  bring  this  into  balance  in  order  to  have  a  solvent  sys- 
tem, for  the  25-year  period  we  are  talking  a  5-year  adjustment  of 
around  $262  billion,  and  over  a  7-year  period  we  are  talking  an  ad- 
justment of  around  $387  billion.  Is  that  correct? 

Mr.  Walker.  Roughly.  We  know  it  more  as  a  percentage  of  pay- 
roll, but  that  sounds  reasonable.  Senator. 

Senator  Gregg.  So  those  are  the  numbers  we  are  dealing  with, 
basically,  in  this  budget  context  period  that  we  are  working  on, 
which  is  the  7-year  period,  a  $387  billion  problem  in  order  to  bring 
it  into  actuarial  balance  for  a  25-year  period. 

Mr.  Walker.  And  much,  much  more  for  longer  than  that. 

Senator  Gregg.  Obviously,  yes. 

Now,  the  issue  becomes,  I  guess,  how  do  we  do  that?  There  has 
been  some  representation  that  this  must  be  done  in  the  overall  con- 
text of  health  care  reform,  that  we  must  bring  back  the  package 
which  never  even  made  it  to  a  vote  last  year,  or  something  like  it 
that  the  President  proposed.  And  I  guess  my  question  is  this:  If  we 
look  at  what  is  happening  in  the  health  care  community  generally, 
do  you  know  what  the  rate  of  inflation  in  health  care  costs  was  in 
private  sector — let  me  just  represent  that  in  private  sector  pre- 
miums the  rate  of  inflation  was  about  1  percent  last  year.  The  gen- 
eral health  care  inflation  was  about  4.5  percent  last  year.  But  the 
rate  of  inflation  in  the  cost  of  medicare  was  approximately  10  per- 
cent. 

Are  those  figures  acceptable  to  you  as  a  general  statement? 

Mr.  Walker.  Clearly,  medicare  was  significantly  in  excess  of  the 
private  sector  and  significantly  excess  of  CPI. 

Mr.  Ross.  In  terms  of  the  longer-term  trends,  that  is  correct. 
Last  year  was  a  little  bit  better,  perhaps,  but  I  think  you  need  to 
look  at  a  longer  period. 

Senator  Gregg.  So  basically  the  private  sector  appears  to  be  get- 
ting a  handle  on  its  rate  of  growth  of  health  care  costs.  Granted, 
this  is  just  a  short  window,  but  there  is  a  clear  down-trending  of 
health  care  costs.  But  to  the  extent  that  medicare  is  factored  in, 
it  is  doing  nowhere  nearly  as  good  a  job.  The  public  sector  health 
care  delivery  system  being  medicare,  we  are  doing  nowhere  nearly 
as  good  a  job  of  getting  control  over  our  health  care  rate  of 

Mr.  Walker.  But  I  think  we  have  to  look.  Senator,  at  how  the 
private  sector — I  consult  in  the  private  sector  on  health  care  and 
pensions  and  employee  ownership  and  a  bunch  of  areas,  and  there 
are  ways  that  they  do  that,  part  of  which  is  aggressive  use  of  man- 
aged care,  part  of  which  is  cutting  back  on  benefits  and  shifting 
costs.  And  if  you  look  at  medicare,  you  are  insuring  or  we  are  in- 
suring the  most  expensive  population  to  insure  by  far. 
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Senator  Gregg.  Well,  we  understand  that.  But  what  I  am  trying 
to  get  a  sense  of  is  whether  or  not  you  have  to  take  over  the  whole 
health  care  system  in  order  to  address  the  Medicare  System. 

Mr.  Walker.  No. 

Senator  GREGG.  And  my  point,  I  guess,  is  that  a  fairly  large  per- 
centage of  the  health  care  system  is  trying  to  get  their  act  together 
and  appears  to  be  doing  it,  but  the  public  sector  for  a  number  of 
reasons,  one  of  which  is  demographics,  is  not. 

Mr.  Ross.  I  would  suggest  that  another  way  of  looking  at  that 
is  that  there  are  things  that  could  be  done  short  term  to  try  to  con- 
trol medicare  costs,  and  longer  term  it  is  not  going  to  be  possible 
to  do  that  without  more  fundamental  restructuring  and  affecting 
the  whole  health  care  area.  But  if  you  think  of  it  as  short  term  or 
long  term  and  approaching  what  you  can  do  now  and  what  you  can 
do  later,  it  may  be  helpful  to  getting  at  what  I  think  you  are  after. 

Senator  Gregg.  Well,  basically,  what  I  am  getting  at  is  the  point 
that  we  can  address  some  functions  of  the  medicare  problem  with- 
out having  to  do  a  massive  comprehensive  restructuring  of  the 
health  care  system  in  the  same  steps.  If  we  do  not  do  that,  if  we 
do  not  take  on  the  incremental  efforts  in  the  medicare  accounts 
now,  then  the  problem  is  going  to  be  much  more  significant  for  us 
and  much  more  difficult  to  deal  with  later. 

Mr.  Ross.  I  would  add  the  important  point  that  the  reason  to  get 
started  is  that  there  is  a  need  for  massive  public  education  to  get 
the  people — you  know,  a  lot  of  what  you  are  going  to  do  is  to  try 
to  change  incentives  and  patterns  of  conduct  of  a  whole  host  of  peo- 
ple. And  by  getting  started  now  so  people  get  educated  to  this,  it 
will  make  you  better  able  to  do  the  longer-term,  broader  things 
that  you  might  need  to  do  to  really  get  at  the  whole  picture.  So  get- 
ting started,  in  my  judgment,  is  important  because  that  will  begin 
to  educate  the  public. 

Mr.  Walker.  I  think  you  also  have  to  educate  the  public  because, 
to  the  extent  there  are  going  to  be  changes  in  the  Social  Security 
and  Medicare  System,  they  need  to  know  sooner  rather  than  later 
so  they  can  end  up  taking  steps  through  their  private  programs  or 
personal  savings  or  otherwise  to  try  to  be  able  to  deal  with  it,  be- 
cause you  are  going  to  have  to  have  a  transition,  obviously,  to  any 
new  changes. 

Senator  Gregg.  Well,  I  have  got  a  lot  more  questions,  but  my 
time  is  up.  I  do  want  to  thank  you  again  for  what  I  think  is  the 
extraordinarily  positive  public  service  contribution  that  you  folks 
have  made  to  the  discussion,  which  is  critical,  as  you  say,  to  our 
children's  future.  I  think  that  is  the  point. 

Senator  ExoN.  Mr.  Chairman? 

Chairman  Domenicl  Yes,  Senator  Exon. 

Senator  ExON.  Mr.  Chairman,  if  I  might  yield,  I  will  hold  my 
questions  until  later,  and  on  our  side  I  would  like  to  follow  the  rule 
of  who  was  in  the  seat  at  the  time  that  we  called  the  meeting  to 
order.  I  believe,  according  to  my  record,  that  would  be  Senator 
Boxer.  Then  the  next  Democratic  round  would  be,  I  believe.  Sen- 
ator Lautenberg,  Senator  Murray,  and  then  I  believe  Senator 
Conrad  would  be  fourth,  if  that  is  the  right  order. 

If  you  could,  I  would  like  you  to  recognize  Senator  Boxer  at  this 
time. 
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Chairman  DOMENICI.  Senator  Boxer? 

Senator  Boxer.  Thank  you  very  much. 

Gentlemen,  thank  you  so  much  for  being  here  and  for  sharing 
your  wisdom.  As  has  been  pointed  out  by  Senator  Exon,  our  rank- 
ing member,  this  report  fits  into  a  pattern  of  other  trustee  reports. 
That  certainly  does  not  diminish  its  importance.  It  is  very  impor- 
tant. But  I  think  what  is  important  to  note  is  that  we  have  always 
acted  on  these  reports  to  keep  medicare  sound. 

Now,  I  think  Mr.  Ross  makes  a  point  that  perhaps  we  did  not 
act  in  the  long-term,  for  the  20-  to  30-year  period,  but  I  think  we 
have  always  acted  in  the  short-term,  and  we  will  act  again. 

As  a  matter  of  fact,  we  did  act — and  I  know  that  Mr.  Walker 
does  not  like  partisanship,  but  I  say  it  like  I  see  it.  Without  one 
Republican  vote,  we  passed  a  reconciliation  bill  in  1993  which  ex- 
tended the  solvency  of  the  Medicare  Trust  Fund  for  3  years.  If  we 
had  not  done  that,  2002  would  be  1999.  And  the  senior  citizens 
would  be  more  concerned. 

The  fact  is  the  Republican  House — this  is  a  fact — repealed  that 
fix,  and  if  this  Senate  follows  suit,  this  is  going  to  be  1999.  And 
I  sure  hope  we  will  not  let  that  happen. 

So  I  agree  with  Mr.  Ross  that  we  will  take  action.  We  have  the 
same  serious  problem  we  have  had  for  years.  As  a  matter  of  fact, 
five  times — five  times — in  our  history  we  have  had  a  worse  prob- 
lem. So  although  this  is  not  wonderful,  we  see  that  we  are  safe  for 
7  years.  It  was  worse  five  other  times,  and  every  single  time  we 
acted,  and  we  will  act  again.  We  should  not  scare  our  seniors  to 
death.  We  are  not  going  to  leave  them  high  and  dry.  And  I  know 
a  number  of  people  on  this  side  are  not  going  to  allow  this  report 
to  be  used  as  an  excuse  to  decimate  medicare  in  order  to  pay  for 
a  tax  cut  that  you  alluded  to,  Mr.  Wsdker,  and  for  increases  in  the 
military  and  balancing  the  budget  by  2002.  We  will  stand  against 
those  cuts  that  will  hurt  our  seniors. 

Our  Chairman  has  asked  us  to  lower  the  rhetoric.  I  guess  rhet- 
oric is  a  word  that  is  very  elusive.  If  you  agree  with  the  words,  you 
call  them  facts.  If  you  don't,  you  call  it  rhetoric — though  I  will  put 
myself  out  there  for  interpretation. 

But  I  want  to  go  back  to  what  my  Chairman  said — and  I  have 
the  greatest  regard  and  respect  for  him.  He  said — and  I  believe  I 
am  quoting — we  will  have  to  go  back  to  the  exact  words:  "The  med- 
icare fund  is  bankrupt." 

The  medicare  fiind  is  not  bankrupt.  It  is  solvent  until  2002.  And 
that  is  why  I  was  so  interested  in  getting  the  time  that  I  am  taking 
now.  Because  when  words  go  out  of  here,  we  have  to  know  what 
we  are  saying. 

We  see  that  we  would  be  in  trouble  if  we  do  not  act,  but  the  fund 
is  not  bankrupt.  As  a  matter  of  fact,  action  we  took  put  off  that 
insolvency  for  3  years. 

I  think  all  of  this  is  a  smoke  screen.  It  is  a  smoke  screen  for  a 
budget  that  is  coming  our  way,  which  is  not  a  week  late — not  a 
week  late,  but  over  a  month  late.  We  are  supposed  to  meet  that 
deadline  April  1st.  We  did  it  the  last  two  times,  and  we  are  still 
waiting. 

I  think  what  happened — and  I  am  just  guessing.  Let  me  put  this 
out.  It  is  an  educated  guess  because  I  have  been  on  budget  commit- 
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tees  for  years.  The  folks  sat  down  who  have  to  produce  a  budget. 
They  said,  gee,  what  have  we  promised?  We  promised  a  tax  cut — 
I  might  add  parenthetically  even  to  the  wealthiest  among  us.  We 
promised  more  military  spending,  and  we  promised  to  balance  the 
budget  by  2002.  And  guess  what?  We  also  promised  not  to  touch 
Social  Security,  and  I  credit  my  colleague  sitting  next  to  me  for 
some  of  that. 

So  what  is  left?  What  is  left?  medicare. 

Then  they  realized  that  if  they  put  those  numbers  out  there, 
there  would  be  big  problems.  So  my  view  of  all  this  is  no  surprise. 
My  Chairman  says  President  Clinton  may  sit  on  the  sidelines  when 
it  comes  to  health  care  reform?  He  is  the  one  person  in  the  country 
that  brought  us  this  issue.  So  to  say  that  he  may  choose  to  sit  on 
the  sidelines  in  health  reform,  I  don't  think  anyone  is  going  to  be- 
lieve that. 

He  is  the  one  who  said  we  had  to  do  it,  but  he  also  said  very 
clearly  don't  just  do  it  with  medicare,  because  that  will  put  all  the 
pain  on  the  senior  citizens.  This  has  to  be  done  in  a  comprehensive 
way. 

But  that  is  not  what  this  Budget  Committee  is  about  today.  I 
think  what  it  is  about  is  softening  up  the  seniors  and  telling  them, 
oh,  we  don't  really  want  medicare  cuts  but  we  have  to  do  it.  Well, 
they  are  not  going  to  buy  it. 

One  of  our  witnesses — I  read  the  testimony — said  that  a  1  per- 
cent decline  in  the  growth  of  hospital  costs  would  increase  the  sol- 
vency for  yet  another  3  years.  So  if  you  just  reduce  hospital  costs 
by  1  percent,  you  will  add  another  3  years  of  life  to  this  fund.  But 
you  do  that  in  the  context,  my  friends,  of  overall  comprehensive 
health  reform. 

When  the  President  tried  health  care  reform,  you  know  what  he 
got  back?  Harry  and  Louise.  That  is  what  he  got  back.  We  did  not 
get  health  reform.  If  we  got  health  reform — and  we  could  have  sat 
down,  we  could  have  done  it — we  would  not  be  here  today  because 
we  would  have  seen  that  in  order  to  make  medicare  solvent,  you 
have  to  do  it  as  part  of  comprehensive  health  reform. 

I  am  waiting  to  see  the  budget.  I  understand  this  perfectly  well. 
The  fund  is  not  broke  today,  and  the  fund  will  not  go  broke.  We 
will  do  as  we  always  have  done.  We  will  make  sure  that  Social  Se- 
curity is  sound,  and  we  have  done  it  on  a  bipartisan  basis.  We  will 
make  sure  that  medicare  is  sound,  and  we  have  always  done  that 
on  a  bipartisan  basis.  But  we  never,  never  said  that  the  senior  citi- 
zens have  to  bear  the  brunt  of  a  balanced  budget. 

Mr.  Walker,  in  your  testimony,  you  briefly  stated  you  felt  it  was 
very  important  to  address  this  issue,  and  you  said — and  I  want  to 
make  sure  I  understood  you  correctly — that  it  is  more  important 
than  tax  cuts  at  this  time.  Could  you  tell  me  why  you  feel  that  way 
and  if  I  am  interpreting  your  remarks  correctly? 

Mr.  Walker.  I  think  it  is  inappropriate,  frankly,  for — let's  look 
back  to  last  year  for  health  care  reform.  Let  me  answer  you  first, 
and  then  I  will  link  it  to  the  other  one. 

On  tax  cuts,  I  think  this  has  nothing  to  do  with  tax  cuts.  It 
should  not  have  anything  to  do  with  tax  cuts.  Benefit  security 
should  be  number  one,  and  we  should  make  sure  that  we  are  trying 
to  provide  for  the  benefit  security  of  medicare. 
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But  speaking  back  to  health  care  reform,  I  beheve  we  need  more 
comprehensive  health  care  reform,  and  I  think  some  of  the  dra- 
matic and  fundamental  changes  we  are  going  to  have  to  make  can 
only  be  made  in  the  context  of  broader  health  care  reform.  How- 
ever, I  will  also  tell  you  that  I  think  the  health  care  reform  propos- 
als of  last  year,  of  a  number,  were  wholly  inadequate  in  dealing 
with  medicare.  They  took  the  trickle-over  effect  to  assume  that 
what  we  were  going  to  do  over  here  was  going  to  trickle  over  and 
help  medicare.  And  the  fact  is  medicare  runs  out  of  money  before 
the  first  baby  boomer  retires,  and  it  gets  multiple  times  worse  after 
that. 

Senator  Boxer.  Well,  you  are  right.  If  we  do  nothing,  the  fund 
becomes  insolvent  in  2002.  We  have  to  do  something,  and  we  will 
do  it.  But  we  don't  have  to  balance  the  budget  on  the  backs  of  the 
seniors. 

Thank  you,  Mr.  Chairman. 

Mr.  Walker.  Mr.  Chairman,  could  I  mention  one  other  thing? 

Chairman  DoMENici.  Of  course. 

Mr,  Walker.  Let  me  teU  you  one  thing.  I  agree  that  we  should 
not  balance  the  budget  on  the  backs  of  seniors.  I  think  everybody 
could  agree  with  that.  I  used  the  word  "fair,"  but  let's  don't  forget 
something  which  I  think  people  forget  about,  including  the  seniors. 
What  about  our  children  and  our  grandchildren?  What  is  happen- 
ing with  them?  Let  me  tell  you,  my  kids  are  now  of  voting  age,  and 
they  are  outraged  at  what  is  going  on  in  this  country.  They  are  out- 
raged at  how  we  are  mortgaging  their  future  such  that  their  stand- 
ard of  living  is  going  to  be  terrible.  We  have  got  to  do  something. 

Senator  Boxer.  Well,  I  can  assure  you,  sir,  that  I  have  children 
and  I  am  going  to  become  a  Grandma,  and  I  share  your  concern. 

Mr.  Ross.  Could  I  add  one  thing,  Mr.  Chairman? 

Chairman  DOMENICL  Yes. 

Mr.  Ross.  I  think  the  way  to  avoid  arguing  about  things  here  is 
to  concentrate  on  if  you  can  make  some  savings  in  the  Medicare 
Program  short  term  and  you  keep  them  in  the  trust  fund  so  they 
will  go  for  the  benefit  of  the  senior  citizens  and  the  disabled  in  the 
long  term,  what  you  are  really  doing,  I  think,  is  benefiting  the 
beneficiaries  of  the  Medicare  System  because  you  are  moving  that 
date  of  exhaustion  out,  you  are  giving  them  longer-term  benefit 
stability.  So  I  think  you  can  look  at  the  fact  that  this  is  a  trust- 
funded  program  as  a  way  of  giving  people  reassurance  as  you  are 
making  changes  that  you  are  trjdng  to  do  it  for  their  benefit  to 
keep  this  program  alive  and  strong. 

There  is  a  lot  of  history  here.  I  just  alluded  to  a  little  of  it.  But 
I  submit  that  if  you  look  at  the  history,  it  is  not  rocket  science  to 
figure  out  what  needs  to  be  done  with  this  problem. 

As  you  say,  you  have  always  done  it  before.  It  has  always  been 
a  troubled  program.  My  big  problem  is  the  contours  of  this  program 
largely  reflect  political  judgments  that  were  made  in  the  1960's.  I 
was  in  the  Johnson  White  House  working  on  domestic  programs  in 
the  1960's.  The  kind  of  fundamental  look  at  it  to  make  it  adapted 
30  years  later  to  be  usefiil  for  the  next  30  years  really  needs  to 
take  place  with  this  program.  It  has  not  taken  place.  And  I  am 
sure  that  your  contribution,  Senator  Boxer,  to  that  will  be  enor- 
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mous  because  I  respect  your  commitment  to  the  integrity  of  the 
program. 

Chairman  DOMENICI.  Let  me  just  suggest,  Senator  Boxer,  per- 
haps we  will  decide  whether  what  you  allege  about  the  budget  is 
rhetoric  or  fact  when  you  see  it.  Let  me  merely  say  that  many  of 
the  statements  you  have  made  are  not  true,  as  far  as  this  Budget 
Committee.  And  I  want  to  say  to  senior  citizens,  to  talk  about  that 
we  are  decimating  senior  citizens  or  trying  to  confuse  them,  let  me 
just  say  to  all  of  them,  the  truth  of  the  matter  is  that  this  program 
is  not  going  to  be  around  very  long  unless  we  fix  it.  The  question 
is,  do  we  want  to  fix  it  in  the  next  3  or  4  months,  or  do  we  want 
to  wait  again? 

Senator  Boxer,  let  me  suggest,  you  contend  that  the  1993  Act 
made  this  solvent  for  3-extra  years.  Well,  let  me  make  sure  every- 
body understands  what  happened.  That  act  reduced  the  cost  of 
medicare.  It  said  we  are  not  going  to  pay  as  much.  How  much  less? 
$54  billion  less.  Guess  what  happened  to  the  $54  billion?  Guess 
what  happened  to  the  $54  billion?  Did  it  go  in  the  trust  fund?  Of 
course  not.  It  went  to  deficit  reduction.  Plain,  simple,  outright  defi- 
cit reduction. 

Now  frankly,  if  that  is  not — and  I  did  not  say  this,  somebody  else 
said  it.  And  if  that  is  not  balancing  the  budget  on  the  backs  of  the 
medicare  fund,  I  do  not  know  what  it  is. 

Now  essentially,  we  can  go  on  beyond  that.  I  do  not  choose  to  do 
that.  The  truth  of  the  matter  is  we  have  got  to  make  a  decision 
whether  we  want  to  be  an  instrument,  as  a  Budget  Committee,  of 
reform.  Do  we  want  to  provide  a  method  for  saving  Medicare  Part 
A  now  or  do  we  want  to  wait?  That  is  essentially  it,  and  that  is 
the  purpose  of  the  hearings.  Senator  Grassley. 

Senator  Grassley.  The  question  about  some  tax  increase  a  year 
or  two  ago,  extending  that  out  3  years,  brings  to  mind  that  some- 
times the  only  solution  around  this  town  is  tax  increases  to  solve 
a  problem.  I  want  to  know  your  judgment. 

Can  big  tax  increases  solve  this  problem?  I  do  not  think  it  is  a 
solution  to  the  problem  because  we  had  a  big  tax  increase  by  3 
years.  You  cannot  raise  taxes  high  enough  to  buy  enough  years  in 
the  future  to  take  care  of  the  responsibilities  we  have  for  the  peo- 
ple who  are  not  even  retired  yet. 

Mr.  Ross.  Senator  Grassley,  let  me  start  the  answer.  In  the  first 
place,  raising  the  inclusion  of  the  taxation  on  Social  Security  bene- 
fits from  50  to  85  percent  involved  roughly  $26  billion  over  7  years 
and  really  only  extended  it  about  9  months.  The  rest  of  the  im- 
provement came  from  other  changes,  including  better  performance 
of  the  fund. 

Second,  I  associate  myself  with  Mr.  Walker's  point  that  the  extra 
money  should  not  have  gone  into  the  HI  Trust  Fund,  it  belonged 
in  the  Social  Security  Trust  Funds.  The  issue  here  exemplifies,  I 
think,  short  term  gain,  long  term  pain. 

The  issue  that  should  have  been  focused  on  in  that  debate  is 
what  is  the  correct  tax  policy?  What  have  people  paid  for?  Should 
the  inclusion  be  50  percent  or  85  percent?  And  that  should  be  the 
issue,  not  whether  you  can  sort  of  ratchet  up  a  tax  in  order  to  get 
a  little  extra  money  to  do  something  that  is  not  germane  to  that 
issue. 
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Senator  Grassley.  I  think  you  are  making  my  point,  and  that 
is  big  tax  increases  or  little  tax  increases  is  not  going  to  be  the  so- 
lution to  this  problem.  We  had  a  tax  increase  and  bought  3  years. 
Go  ahead,  Mr.  Walker, 

Mr.  Walker.  Senator,  very  clearly,  there  is  no  way  we  can  throw 
enough  money  at  this  program  to  sustain  it,  period. 

Senator  Grassley.  Thank  you.  Now  another  point  that  I  want  to 
make,  that  Mrs.  Boxer  made  me  think  of,  about  the  tax  increase 
buying  3-more  years  or  another  9  months,  is  that  neither  the  year 
1999  or  the  year  2002  is  not  off  into  the  future,  like  a  long  way 
off.  It  is  today,  as  far  as  the  Congress  is  concerned,  because  the 
Congress  moves  so  slowly  on  making  reforms  that  if  we  wait  until 
a  nearer  date,  the  changes  not  going  to  be  made  in  time. 

We  have  got  the  Social  Security  bankruptcy  as  a  perfect  example. 
In  1980  and  1981  we  knew  it  was  going  to  be  broke  in  1982.  And 
yet  we  waited  until  1982  and  beyond  that  to  fix  it.  So  any  year  you 
want  to  pick,  today  we  have  got  a  problem,  right? 

Mr.  Ross.  That  is  correct,  and  I  would  point  out  that  the  projec- 
tions are  not  science.  They  are  the  best  people  can  do.  It  could  eas- 
ily be  that  it  would  happen  before  2002.  That  is  why  we  offer  an 
optimistic,  a  pessimistic  and  a  best  estimate.  They  are  only  esti- 
mates and,  as  we  have  seen  before  with  these  estimates,  they  can 
change  from  year  to  year. 

So  it  is  clearly  true  that  the  problem  is  serious  and  the  problem 
is  before  you  now. 

Senator  GRASSLEY.  Let  us  look  at  that  point,  because  you  did  use 
what  we  call  the  intermediate  estimation  of  the  economy,  not  the 
best,  not  the  worst.  But  generally  speaking,  when  we  make  a  pro- 
jection of  the  economy  in  the  Congress,  it  generally  comes  out 
worse  than  we  anticipated.  Suppose  you  would  use  the  pessimistic. 
Let  us  assume  the  pessimistic  assumption.  When  would  the  end 
date  be? 

Mr.  Ross.  About  a  year  earlier,  2001. 

Senator  GRASSLEY.  So  it  probably  could  be  worse  rather  than  bet- 
ter, under  the  usual  way  Congress  does  business? 

Mr.  Ross.  It  is  entirely  possible. 

Mr,  Walker.  Senator,  I  think  your  point  is  right  on.  Let  me  give 
you  an  analogy.  It  took  about  7  years  to  pass  ERISA,  which  is  pri- 
vate sector  pension  reform.  I  think  that  is  an  analogy  for  what  we 
are  talking  about  here.  It  is  going  to  take  us  a  number  of  years  in 
order  to  do  what  has  to  be  done  on  a  more  comprehensive  basis. 

Senator  Grassley.  I  want  your  thoughts  about  the  setting  up  of 
a  quadrennial  commission  to  look  at  this  or  a  commission  generally 
to  look  at  it.  The  reason  I  ask  you  now  is  because  it  is  my  under- 
standing you  support  this  now,  but  when  you  testified  before  the 
Finance  Committee,  you  did  not  mention  the  establishment  of  a 
commission. 

Mr.  Walker.  We  did  in  Q  and  A,  Senator,  but  we  did  not  as  part 
of  our  prepared  statement. 

Senator  Grassley.  So  you  were  supporting  the  commission  at 
that  particular  time.  Well,  give  us  your  thoughts  on  the  commis- 
sion approach,  because  it  seems  to  me  that  it  has  worked  so  very 
well  in  some  crisis  situations  where  you  need  bipartisan  support  to 
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get  something  done.  Your  thoughts  behind  the  commission  and  the 
necessity  of  it  in  this  crisis  that  we  are  in  right  now. 

Mr.  Walker.  Senator,  I  think  it  is  essential  that  we  pursue  a 
Greenspan-type  commission  approach  because  you  not  only  need 
experts  from  the  standpoint  of  policy,  but  you  also  need  the  politi- 
cal people  involved  as  part  of  the  solution.  We  need  to  do  it  on  a 
bipartisan  basis,  and  we  need  to  depoliticize  this  thing,  and  I  think 
that  is  the  only  way  you  are  really  going  to  be  able  to  do  it  effec- 
tively, and  I  think  the  Greenspan  Commission  showed  that  it  can 
work. 

Mr.  Ross.  I  would  just  add  on  that  a  lot  of  the  problems  here 
involve  political  judgments  on  difficult  issues;  you  could  get  some 
part  of  the  way  with  the  traditional  quadrennial  advisory  council 
approach  if  it  was  put  together  on  a  bipartisan  basis,  but  it  would 
not  have  the  same  authority.  And  I  think  that  if  you  look  at  the 
1983  commission,  you  would  have  to  say  that,  given  the  cir- 
cumstances today,  that  same  kind  of  an  effort  is  entirely  appro- 
priate. 

Senator  Grassley.  Is  it  your  judgment  that  a  commission  can 
get  this  job  done  soon  enough  and  as  quickly  as  necessary,  consid- 
ering the  crisis  situation,  and  the  very  preservation  of  medicare  is 
so  important  to  us? 

Mr.  Ross.  I  would  say  it  could,  because  I  think  the  first  thing 
it  would  do  would  be  to,  as  they  did  in  1983,  agree  on  what  the 
facts  are.  If  the  Democrats  and  the  Republicans  on  it,  with  some 
prestigious  experts,  could  agree  on  the  facts  and  what  are  the  num- 
bers. Then  second,  what  can  you  do  short  term?  And  then  what  can 
you  do  longer  term?  And  begin  the  education  process  through  edu- 
cating themselves  and  educating  the  public.  I  think  they  could  act 
in  a  timely  and  effective  manner  in  the  best  interests  of  the  Nation. 

Mr.  Walker.  But  Senator,  I  think  we  can  and  should  make  some 
incremental  changes,  on  a  parallel  fashion,  to  the  public  education 
campaign  and  the  commission,  but  I  think  the  commission  is  going 
to  be  essential  to  deal  with  the  more  comprehensive  dramatic  re- 
form. I  also  think  we  can  do  some  incremental  reform  on  a  parallel 
basis. 

Senator  NiCKLES  [presiding].  Senator  Lautenberg,  I  think  you 
are  next. 

Senator  Lautenberg.  Thanks.  Mr.  Chairman,  I  do  not  know 
whether  you  can  speak  for  the  other  chairman,  but  are  we  going 
to  be  able  to  go  around  again?  Because  in  his  opening  statement 
he  suggested  that  we  could — here  he  is,  as  if  by  magic. 

Mr.  Chairman,  are  we  going  to  be  able  to  go  around  again,  be- 
cause what  you  suggested  was  that  this  period  might  be  used  as 
one  chooses,  for  opening  statements  or  otherwise? 

Chairman  DOMENICI  [presiding].  Senator,  we  may  go  around  an- 
other turn,  but  actually  what  I  have  done  is  given  each  Senator  7V2 
minutes  because  it  seemed  to  me  2V2  minutes  is  sort  of  like  £in 
opening  statement  and  5  minutes  is  the  usual  questions.  I  think  we 
have  done  that  before.  If  you  need  more  time,  we  will  see  if  we 
have  more  time  for  a  second  round. 

Senator  Lautenberg.  Mr.  Chairman,  I  am  glad  that  we  are 
going  to  have  a  chance  to  review  this  problem  before  a  couple  of 
hearings  here,  Euid  the  purpose  of  the  hearings,  as  I  heard  you  say 
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it,  was  kind  of  to  educate  people  about  the  financial  problems  fac- 
ing medicare. 

Likewise,  I  hope  that  it  will  remind  members  about  the  role  that 
medicare  plays  in  the  lives  of  the  people  that  we  represent.  It  was 
designed,  as  we  all  know,  to  meet  the  needs  of  our  Nation's  senior 
citizens  and  they  have  special  needs.  They  are  not  in  excellent 
health.  Over  50  percent  describe  themselves  in  that  condition.  And 
studies  describe  them  as  relying  heavily  on  health  care  services 
much  more  than  the  public  at  large.  They  have  low  incomes.  Sev- 
enty-five percent  of  all  medicare  beneficiaries  earn  less  than 
$25,000  a  year.  And  nearly  35  percent  of  them  have  incomes  less 
than  $10,000  a  year. 

They  pay  a  good  deal  for  health  care.  Even  with  medicare,  sen- 
iors pay  21  percent  of  their  incomes  out-of-pocket.  That  is  for  medi- 
cal expenses,  compared  to  8  percent  for  those  under  65. 

But  they  are  satisfied  with  the  system,  by  the  way,  despite  the 
fact  that  medicare  does  not  cover  the  cost  of  prescription  drugs  or 
long-term  care,  despite  the  high  out-of-pocket  expenses.  A  1992 
beneficiary  survey  found  that  89  percent  of  the  medicare  patients 
were  very  satisfied  or  satisfied  with  their  medical  care. 

Any  changes  in  medicare  will  have  real  and  significant  con- 
sequences for  senior  citizens,  consequences  that  we  need  to  under- 
stand. If  we  accept  the  recommendation  of  the  Speaker  of  the 
House,  that  medicare  should  not  be  viewed  as  a  budget  issue,  then 
changes  in  the  system  will  have  to  be  evaluated  in  terms  of  the  im- 
pact on  seniors  rather  than  savings  for  the  Federal  budget. 

In  that  context,  cuts  in  medicare  of  $250  to  $300  billion  over  the 
next  7  years  makes  no  sense,  especially  when  paired  off  with  tax 
cut  proposals,  it  is  out  of  kilter  substantially. 

And  it  is  not  just  seniors  who  are  going  to  pay  more.  Rather  than 
saving  money,  the  medicare  cuts  will  increase  the  cost  of  private 
health  insurance  that  most  Americans  have,  because  they  are  going 
to  have  to  pick  up  some  of  the  expenses  that  are  now  covered  in 
the  medicare  plans.  What  medicare  does  not  pay  for  will  simply  be 
passed  on  or  cost-shifted  to  non-medicare  patients.  Our  bills  are 
going  to  go  up,  that  is  for  sure. 

The  changes  created  by  these  massive  cuts,  unfortunately  involve 
more  than  money.  Many  seniors  will  be  forced  into  managed  care 
plans  because  of  financial  circumstances.  Once  in  those  plans,  they 
may  be  forced  to  give  up  the  doctors  of  their  choice.  They  may  be 
forced  to  wait  to  get  doctor's  appointments.  Managed  care  may  not 
be  the  appropriate  health  care  model  for  every  senior  citizen.  They 
ought  not  to  be  forced  into  those  settings. 

I  think  you,  Mr,  Ross,  suggested  that  this  ought  to  be  considered 
in  the  context  of  comprehensive  health  care  reform.  We  tried  that 
last  year,  and  we  could  not  get  it  done. 

All  of  these  hardships  are  going  to  be  forced  upon  our  seniors  for 
one  major  reason.  Rather  than  stabilizing  the  medical  trust  fund, 
some  of  the  Republican  friends  that  we  have  here  want  to  provide 
tax  cuts  for  the  wealthy.  Take  it  from  the  senior  citizens,  scare  the 
hell  out  of  them,  but  give  it  to  the  cats  who  do  not  need  it,  who 
are  fat  enough  already. 

Before  we  destroy  the  Medicare  Program,  we  ought  to  look  at 
other  parts  of  the  Federal  budget,  like  tax  loopholes.  They  account 
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for  over  $450  billion  of  the  Federal  budget  but  we  do  not  even  re- 
view them  on  an  annual  basis. 

The  Federal  Government  made  a  promise  to  the  American  peo- 
ple, a  promise  that  is  called  Social  Security.  The  primary  word 
there  is  security.  In  the  mid-1960's,  the  definition  of  security  was 
expanded  to  include  health  security  for  retired  Americans.  Trag- 
ically, some  Republicans  are  calling  for  an  end  to  health  security 
for  our  seniors.  They  propose  slashing  medicare  and  throwing  sen- 
iors into  an  unknown  Darwinian  medical  experiment  of  rationing. 

I  am  going  to  do  whatever  I  can  to  prevent  this  from  happening. 

I  noticed  in  the  little  booklet  put  out  by  the  trustees,  that  you 
make  a  statement  in  the  opening  that  says  the  advisory  council  of 
Social  Security — and  I  assume  that  you  are  on  the  advisory  council, 
both? 

Mr.  Walker.  No. 

Mr.  Ross.  No,  we  are  not. 

Senator  Lautenberg.  Is  that  another 

Mr.  Ross.  That  is  another  body,  sir. 

Senator  Lautenberg.  Do  you  share  their  views,  at  all?  Can  we 
assume  that  when  they  say  that  studying  the  financing  of  the  pro- 
gram, they  come  up  with  an  expectation  to  recommend  later  this 
year  of  ways  to  achieve  long-range  actuarial  balance  in  the  OASI 
fund?  Is  that  something  that 

Mr.  Ross.  We  certainly  recommend  that  and  are  hopeful  they 
will  have  good  ideas. 

Senator  Lautenberg.  So  for  the  life  of  me,  I  cannot  understand 
why  we  are  making  this  decision  here  now,  as  opposed  to  a  long- 
range  sensible  study  of  the  problem.  Why  are  we  deciding  here,  at 
a  Budget  meeting,  or  in  the  political  arena,  that  senior  citizens 
ought  to  take  the  bulk  of  the  cuts  while  we  again  generously  hold 
out  the  prize  package  for  the  wealthy  in  the  country?  It  just  does 
not  make  sense  to  me. 

Mr.  Walker,  did  you  want  to  say  something? 

Mr.  Walker.  Senator,  they  are  going  to  come  up  with  rec- 
ommendations on  OASI,  not  HI. 

Senator  Lautenberg.  Oh,  therefore,  then  you  are  saying  that  we 
should  not  study  the  HI,  in  terms  of  long-range  actuarial 

Mr.  Walker.  Somebody  needs  to  study  HI.  They  are  not  studying 
HI. 

Senator  Lautenberg.  I  understand.  But  are  you  saying,  there- 
fore, that  you  disagree  that  HI  ought  to  be  studied  in  terms  of  its 
long-range  actuarial  implications  and  a  solution  thereupon  pre- 
sented to  the  Congress  for  its  consideration? 

Mr.  Walker.  No,  I  think  that  what  we  ought  to  do  is  what  I 
mentioned  before.  First,  let's  look  at  some  incremental  changes, 
modest  incremental  changes.  Second,  let's  do  a  massive  public  edu- 
cation campaign.  Third,  let's  create  a  Greenspan-type  commission. 
And  fourth,  let's  move  towards  more  comprehensive  reform  several 
years  out. 

Senator  Lautenberg.  I  heard  what  you  said,  but  I  would  like 
you  to  say  yes  or  no  as  to  whether  or  not  you  agree  that  a  long- 
term  solution  to  this  problem  ought  to  be  reviewed? 

Mr.  Walker.  Yes. 

Senator  Lautenberg.  Thank  you. 
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Mr.  Ross.  And  Senator,  I  would  point  out  that  the  six  trustees, 
including  the  four  administration  trustees  as  well  as  us,  rec- 
ommended a  quadrennigd  advisory  council  to  study  the  Medicare 
Program,  which  would  be  a  companion  to  this  existing  one  to  study 
OASDI.  I  guess  what  Mr.  Walker  and  I  are  saying  is  that  the  prob- 
lems of  the  HI  and  SMI  Trust  Funds  are  more  serious  in  some 
ways  and  more  immediate  and  perhaps  an  escalation  of  the  type 
of  commission  to  a  Greenspan-type  commission  would  be  appro- 
priate. 

But  it  would  be  unfair  to  the  administration  trustees  not  to  point 
out  that  they  did  recommend  the  traditional  quadrennial  advisory 
council  for  the  HI  and  SMI  Programs. 

Senator  Lautenberg.  And  that  is  to  research  the  problem  a  little 
more  thoroughly? 

Mr.  Ross.  Right. 

Senator  Lautenberg.  And  that  is  precisely  the  point  that  I  want 
to  make.  Mr.  Chairman,  I  thank  you  very  much. 

Senator  Grassley  [presiding].  Senator  Bond. 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman. 

It  is  clear,  or  it  should  be  clear,  I  am  beginning  to  wonder  how 
clear  it  is  after  some  of  the  discussion  today,  that  medicare  is  on 
a  countdown  to  bankruptcy  and  collapse  if  Congress  does  not  act 
decisively  and  promptly.  I  note  in  your  report,  you  say  the  Medi- 
care Program  is  clearly  unsustainable  in  its  present  form.  Despite 
the  desperate  news  in  your  report,  there  are  some  people  who  are 
trying  to  say  maybe  we  should  not  do  anything. 

I  would  hope  that  this  very  clear  message  that  you  are  giving  us 
can  be  heard  by  everybody,  that  there  is  a  serious  crisis  we  face 
now.  And  if  we  do  not  act  quickly,  medicare  will  begin  spending 
more  than  it  takes  in  and  draining  down  its  reserves  from  the  trust 
fund  next  year,  and  go  totally  bankrupt  in  7  years. 

Now  without  revenue  in  the  trust  fund,  medicare  is  prohibited  by 
law  from  paying  any  hospital  insurance  benefits;  is  that  correct? 

Mr.  Walker.  Correct. 

Senator  Bond.  You,  the  trustees,  very  bravely  recommended  that 
Congress  take  timely  action  to  establish  the  long-term  financial 
stability  for  the  program.  That  was  not  do  nothing  and  conduct  a 
study,  that  was  take  timely  action;  was  it  not? 

Mr.  Walker.  Correct. 

Senator  Bond.  There  is  no  doubt  that  the  dramatic  steps  have 
to  be  taken  to  rescue  medicare  fi"om  a  financial  meltdown.  It  is 
something  we  have  to  do  to  save  the  program.  Clearly,  there  are 
no  easy  answers.  They  would  have  been  taken  a  long  time  ago.  If 
there  was  a  silver  bullet  solution,  it  would  have  been  done.  It  is 
going  to  take  some  tough  calls  and  tough  votes  to  rescue  the  pro- 
gram. It  is  definitely  not  work  for  the  faint  of  heart. 

I  think  we  either  reduce  the  rate  of  growth  of  spending  in  the 
program  or  ask  today's  working  Americans  to  pay  more  in  taxes 
from  their  paychecks  to  pay  for  the  health  costs  of  the  Nation's  sen- 
iors. But  as  you  said,  Mr.  Walker,  not  even  more  taxes  are  going 
to  solve  the  problem. 

What  is  really  mystifying  to  some  of  us  is  why  the  President  so 
far  has  chosen  to  take  a  pass  on  presenting  any  proposals  of  ideas 
whatsoever  for  saving  the  Medicare  Program.  I  recall  specifically 
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him  saying,  in  his  message  to  the  Congress  in  February,  there  are 
not  going  to  be  any  cuts  in  medicare.  Even  though  he  had  proposed 
some  last  year  in  his  Health  Care  Program.  To  me,  that  is  absent 
without  leadership. 

The  program  which  32  million  seniors  rely  on  is  on  the  brink  of 
collapse  and  it  is  going  to  take  bipartisan  leadership  to  keep  the 
program  on  its  feet.  Now  I  do  not  think  it  is  time  for  gamesman- 
ship. We  have  heard  some  rhetoric  about  decimation  of  medicare. 
Frankly,  where  the  distinguished  acting  Chairman  and  I  are  from, 
out  in  the  country,  we  would  call  that  hogwash. 

The  proposal  last  year  for  health  care  reform  that  was  fatally 
flawed,  and  when  looked  at  by  the  people  around  this  country  could 
not  even  command  a  majority  of  the  President's  own  party,  was  not 
going  to  solve  this  problem.  What  it  did  was  propose  to  cut  medi- 
care. 

This  debate  here  today  is  not  about  balancing  the  budget.  Every- 
body ought  to  understand  the  Medicare  Trust  Fund  is  going  broke, 
regardless  of  whether  Congress  were  to  do  anything  about  the 
budget  deficit,  we  would  have  to  enact  serious  medicine  for  the 
Medicare  Program  to  rescue  it  from  bankruptcy. 

Your  report  says  the  idea  that  reduction  in  medicare  expendi- 
tures should  be  available  for  other  purposes,  including  even  other 
health  care  purposes,  is  mistaken.  The  focus  should  be  on  making 
medicare  itself  sustainable,  making  it  compatible  with  OASDI,  and 
making  both  Social  Security  and  Medicare  financially  sound  in  the 
long  run. 

That  is  what  we  are  talking  about  here  today.  There  is  a  lot  of 
smoke  and  mirrors  about  using  medicare  funds  for  something  else. 
They  were  used  for  something  else,  to  reduce  the  deficit,  in  1993. 
But  the  changes  that  we  are  studying  would  simply  slow  the  rate 
of  growth  in  medicare.  Even  with  those,  medicare  spending  would 
continue  to  grow  at  more  than  twice  the  rate  of  inflation  well  into 
the  next  century.  Even  under  some  of  the  more  drastic  consider- 
ations for  reducing  the  spending,  medicare  spending  would  still  in- 
crease $111  billion  over  that  time. 

The  benefits  that  seniors  rely  on  will  not  be  changed  and,  in  fact, 
more  choices  I  believe  can  be  made  available  to  seniors  tham  under 
the  current  program. 

If  we  do  nothing,  medicare  faces  certain  disaster  soon.  I  believe 
that  you  have  given  us  a  sound  basis  for  approaching  this  difficult 
problem.  It  has  been  said  on  the  other  side  of  the  aisle  that  we  are 
just  softening  up  the  seniors.  Gentleman,  are  you  proposing  that 
we  soften  up  the  seniors  to  achieve  other  purposes? 

Mr.  Ross.  Absolutely  not.  The  goal  here  has  to  be  to  help  the 
senior  community  by  giving  them  more  benefit  security,  and  that 
is  what  improving  the  financial  stability  of  the  trust  fiind  should 
be  designed  to  do. 

Mr.  Walker.  Correct.  We  also  need  to  make  sure  that  we  have 
the  ability  to  deliver  on  whatever  promise  we  make.  We  do  not 
now. 

Senator  Bond.  I  think  that  is  very  important.  I  have  heard  it 
said  that  what  we  are  doing  today  is  setting  up  a  smoke  screen. 
Gentleman,  are  you  setting  up  a  smoke  screen? 
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Mr.  Ross.  No;  we  have  been  trying  for  5  years  to  get  somebody 
to  pay  attention  to  these  problems  and  we  commend  the  committee 
on  holding  this  hearing  and  trying  to  provide  some  leadership  to 
get  the  problem  addressed. 

Senator  Bond.  I  would  hope  that  not  only  members  on  both  sides 
but,  as  you  indicated,  the  broader  public  would  be  listening  to  this. 

Let  me  make  one  other  point  clear.  There  is,  as  you  have  sug- 
gested I  believe,  Mr.  Walker  and  Mr.  Ross,  that  long  term  there 
needs  to  be  study  of  the  whole  HI  Program.  But  you  are  saying 
that  we  need  to  act  now,  take  some  steps  now  to  begin  to  get  medi- 
care under  control  so  the  HI  part  does  not  go  bankrupt  in  2002; 
is  that  correct? 

Mr.  Walker.  That  is  correct,  but  frankly  I  think  one  of  the  rea- 
sons that  you  need  a  Greenspan-type  commission  is  that  I  do  not 
think  you  will  get  the  job  done  long  range  politically  without  doing 
that.  I  think  it  is  a  necessity  in  order  to  make  sure  that  you  come 
to  a  consensus,  have  everybody  under  the  tent,  and  quit  pointing 
fingers. 

Senator  Bond.  Is  there  any  way  to  save  the  trust  fund  that  does 
not  reduce  the  deficit? 

Mr.  Walker.  Because  of  the  fact  that  we  have  a  unified  budget, 
then  whatever  you  do  in  the  Medicare  Program  does  have  a  budg- 
etary effect,  but  I  think  that  should  clearly  be  put  in  context.  That 
is  secondary.  Primary  ought  to  be  benefit  security  with  regard  to 
the  trust  fund.  And  in  fact,  whatever  happens,  whether  it  be  addi- 
tional revenues,  or  whether  it  be  more  efficient  ways  of  delivering 
the  benefits  or  whether  it  be  benefit  adjustments,  all  those  will 
inure  to  additional  benefit  security  because  the  funds,  by  law,  have 
to  be  dedicated  to  the  trust  fund  and  dedicated  solely  for  the  pay- 
ment of  medicare  benefits  and  reasonable  administrative  expenses. 

Senator  Bond.  I  agree,  and  thank  the  witnesses.  Excuse  me,  Mr. 
Ross? 

Mr.  Ross.  I  was  just  going  to  add  that  you  have  to  focus  on  the 
program  and  making  the  program  sound.  It  will  have  budgetary 
implications.  My  guess  is  that  the  budgetary  implications,  when 
you  look  at  the  overall  unified  budget,  will  be  helpful  to  it.  One  of 
the  reasons  you  need  bipartisanship,  is  that  should  not  be  used  as 
an  excuse  for  not  doing  what  you  ought  to  do.  It  is  self-defeating 
if,  because  it  has  good  overall  budgetary  implications,  you  do  not 
do  things  to  improve  the  program  in  its  own  terms. 

Senator  Bond.  Thank  you. 

Chairman  DOMENICL  Thank  you  very  much.  Senator  Murray, 
you  are  next,  according  to  your  ranking  member. 

Senator  Murray.  Thank  you,  Mr.  Chairman. 

Crisis  is  a  word  I  have  heard  thrown  out  a  lot  in  the  last  week. 
All  of  a  sudden  medicare  is  the  crisis.  I  hope  that  we  tone  down 
the  rhetoric  and  we  step  back  to  look  at  why  we  have  suddenly 
reached  this  crisis.  And  that  is  because  a  lot  of  people  have  prom- 
ised this  country  a  lot  of  things:  that  we  can  balance  the  budget 
by  the  year  2002,  keep  our  defense  systems  strong,  do  not  touch 
Social  Security,  do  not  hurt  kids.  And  I  think  that  maybe  all  of  us 
should  step  back  and  ask  if  we  can  keep  these  promises  and  not 
touch  anybody. 
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But  I  hope  that  this  committee  does  not  just  deal  with  medicare 
on  a  crisis  basis.  I  hope  we  sit  back  and  take  a  look  at  health  care 
reform  in  the  larger  context,  which  we  were  unable  to  do  in  the  last 
2  years.  The  President  campaigned  on  health  care  reform  and 
worked  very  hard  in  the  last  2  years  to  reform  the  system  because 
he  saw  this  crises  in  medicare  coming. 

It  was  unfortunate  that  we  were  not  able  to  reform  health  care. 
All  of  a  sudden,  over  the  Easter  recess,  we  reached  a  crisis  in  medi- 
care. But  I  want  us  all  to  remember  the  crisis  that  exists  in  homes 
across  this  Nation,  as  well,  where  our  senior  citizens,  my  parents 
included,  are  wondering  if  they  are  going  to  be  able  to  afford  medi- 
cation, if  their  choice  of  doctor  is  going  to  be  taken  away,  if  their 
out-of-pocket  expenses  will  become  so  great.  We  have  to  be  careful 
that  we  do  not  create  a  further  crisis  by  dealing  with  the  medicare 
cuts  by  just  cutting  medicare  and  creating  an  even  worse  crisis. 

I  heard  you  say,  Mr.  Walker,  that  it  would  take  7  years  to  put 
together  some  kind  of  plan.  I  hope  that  we  remember,  as  we  deal 
with  medicare  in  this  budget,  that  just  simply  capping  or  cutting 
medicare  will  create  a  much  worse  crisis  in  many  homes  across  this 
Nation  for  many  of  our  senior  citizens. 

We  do  have  to  be  responsible.  We  do  have  to  look  at  health  care 
reform,  but  we  have  to  look  at  the  totality  and  we  have  to  look  at 
it  responsibly.  And  I  hope  that  this  committee  remembers  that  its 
responsibility  is  the  budget,  but  this  Congress  and  the  Senate  have 
a  much  larger  responsibility,  and  we  need  to  keep  that  in  mind, 
too. 

I  have  a  number  of  questions.  How  did  we  reach  this  crisis?  Are 
people  living  longer?  Is  medical  technology  and  medical  procedures 
much  more  comprehensive  than  they  have  been  in  the  past?  What 
brought  us  to  this  crisis  right  now? 

Mr.  Walker.  First,  Senator,  I  think  it  is  a  looming  crisis  rather 
than  necessarily  an  immediate  crisis,  but  we  have  got  to  begin  to 
take  steps  because  it  is  going  to  take  time  to  address  it.  As  far  as 
how  we  got  here,  there  are  several  factors  driving  health  care  costs. 
First,  overall  inflation.  Second,  incremented  health  care  inflation  on 
top  of  that.  Third,  the  number  of  aged.  Fourth,  increasing  life 
spans.  Fifth,  utilization;  how  many  procedures  are  performed. 
Sixth,  intensity;  the  technology,  the  utilization  of  advanced  tech- 
nology. So  it  is  a  combination  of  a  number  of  factors  that  have 
caused  us  to  get  to  the  unsustainable  growth  rate. 

Mr.  Ross.  I  would  just  add  one  thing  if  I  might  there.  Senator. 
I  think  that  part  of  the  problem,  and  the  part  that  the  Congress 
can  deal  with  is  that  the  structure  of  the  program  was  created  in 
the  mid-1960's.  The  Part  A  and  the  Part  B  and  the  particular  fi- 
nancing mechanisms  were  a  political  compromise  at  the  time  of  al- 
ternative views  and  alternative  positions.  I  think  it  is  very  impor- 
tant that  when  a  program  gets  to  be  30  years  old  that  you  thor- 
oughly look  at  it  and  bring  it  up  to  date  in  terms  of  the  present 
realities  and  that  you  make  contemporary  political  judgments 
about  what  it  needs  to  set  it  straight  for  the  next  say  30  years  or 
so. 

I  think  part  of  the  problem  is  there  has  been  an  unwillingness 
to  really  take  the  kind  of  sharp  and  focused  look  at  the  program 
that  it  requires.  But  I  agree  with  you,  it  is  not  something  that  hap- 
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pened  overnight  and  it  will  not  get  fixed  overnight.  The  long  term 
perspective  that  you  are  suggesting  is  the  correct  one. 

Senator  Murray.  In  fact,  we  are  here  because  people  are  living 
longer,  and  because  there  is  more  technology  and  more  medical 
procedures  available  to  people.  And  there  is  a  smaller  workforce, 
people  my  age,  who  are  pajdng  for  senior  citizens,  and  we  have  to 
look  at  that  in  the  broader  context.  My  fear  is  if  we  look  at  it  in 
a  budgetary  context  and  just  cap  it  that  what  we  are  going  to  do 
is  increase  the  out-of-pocket  expenses  for  our  seniors  today  without 
looking  at  that  long  range  perspective  of  how  we  make  the  fund 
solvent  for  the  future.  I  fear  that  that  will  create  a  major  crisis. 

I  heard  one  of  my  colleagues  say  earlier  that  we  should  look  at 
private  health  insurance;  that  they  have  been  able  to  keep  costs 
down.  Let  us  look  at  how  they  did  that.  They  slashed  benefits. 
They  increased  out-of-pocket  expenses.  Fewer  people  are  being  in- 
sured. More  and  more  people  are  out  on  the  street  every  day  with- 
out insurance  because  they  cannot  afford  those  premiums  or  told 
they  are  not.  I  think  that  we  have  to  be  very  careful  that  we  do 
not  create  that  for  our  senior  citizens. 

The  way  to  do  that  is  a  comprehensive  health  care  reform  and 
to  look  at  all  of  it.  Otherwise  it  will  result  in  cost  shifting.  We  will 
see  those  hospitals,  those  doctors  and  everyone  still  have  the  same 
costs  that  they  are  applying,  but  those  of  us  who  are  pajdng  for  it 
once  again  will  see  our  premiums  rise.  Fewer  of  us  will  have  insur- 
ance and  we  will  only  create  a  further  crisis  in  this  country  if  we 
do  not  do  it  in  the  broader  context  of  health  care  reform. 

Mr.  Ross.  Senator  Murray,  could  I  add  one  thing  that  makes 
your  point  graphically?  That  is,  you  also  have  to  consider  it  in  the 
context  of  Social  Security.  For  most  beneficiaries  the  Part  B  pre- 
mium is  just  simply  withheld  from  their  Social  Security  pension 
check.  So  that  if  that  increases  it  leaves  less  dollars  to  pay  the  rent 
and  buy  food. 

This  relationship  between  the  Social  Security  pensions  and  the 
long  term  financial  problems  of  the  Old  Age  and  Survivors  Fund 
and  the  HI  Fund  really  need  to  be  kept  in  focus  because  it  would 
be  only  too  easy  to  let  the  medicare  costs  for  seniors  rise,  and  that 
means  that  the  disposable  money  they  have  from  their  Socisd  Secu- 
rity pension  would  decline,  and  you  are  sort  of  robbing  Peter  to  pay 
Paul.  You  are  just  making  a  problem  in  one  trust  fund  by  trying 
to  correct  the  other. 

I  commend  you  for  seeing  the  larger  relationships  that  are  nec- 
essary to  keep  in  mind  as  you  seek  solutions. 

Senator  Murray.  I  see  my  time  is  running  out  and  I  do  want  to 
make  one  more  comment  before  that  occurs.  I  am  glad  we  are  look- 
ing at  medicare.  I  am  glad  we  are  talking  about  it  today.  But  I 
hope  that  we  also  have  the  opportunity  to  look  at  the  Medicaid  Pro- 
gram as  well.  I  know  that  we  are  going  to  be  looking  at  cuts  in 
that.  I  want  to  remind  all  of  us  that  there  are  a  number  of  families 
out  there  who  will  be  dramatically  affected  by  medicaid  cuts.  We 
are  not  talking  about  people  who  do  not  contribute  to  society.  We 
are  talking  about  parents  who  have  a  child  with  cystic  fibrosis  or 
asthma  who  may  be  out  on  our  streets.  We  are  talking  about  our 
children's  hospitals  across  this  Nation  being  seriously  affected  if  we 
are  to  just  cap  the  costs  that  go  to  medicEiid.  I  think  that  takes  a 
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lot  more  than  just  one  hearing  where  we  vote  up  or  down  on  cuts. 
We  have  to  look  seriously  at  what  we  are  doing  in  the  broader  con- 
text. 

Thank  you,  Mr.  Chairman. 

Mr.  Walker.  Mr.  Chairman,  one  quick  point  which  I  think  is  of 
importance  that  Senator  Murray  mentioned  or  alluded  to.  That  is 
the  dependency  ratio.  I  think  we  have  to  keep  in  mind  that  the 
world  has  changed  considerably,  not  only  since  1965  but  prior  to 
that  date.  In  1950  we  had  about  16  people  working  for  every  per- 
son over  65.  In  1970  we  had  about  eight.  In  1980  we  had  about 
four.  Today  we  have  about  3.4,  and  by  2030  it  will  be  less  than  two. 
And  we  have  not  even  begun  to  hit  the  age  wave  yet.  So  that  is 
a  factor  that  we  cannot  ignore.  That  is  reahty. 

Senator  Murray.  Mr.  Chairman,  let  me  just  add  that  that  has 
occurred  because  people  are  having  fewer  children  and  those  kids 
are  out  there  tr5ring  to  support  an  increasing  population  of  seniors. 
We  cannot  ignore  that  as  we  go  through  this  discussion. 

Chairman  DOMENICI.  Cannot  ignore  which? 

Senator  Murray.  The  societal  impacts  of  where  we  are  today  and 
the  number  of  people  that  are  paying  for  everybody. 

Chairman  Domenici.  I  thought  you  were  talking  about  having 
less  children. 

Senator  Murray.  No,  I  am  saying  that  the  impact  of  that  on  our 
country  today,  and  where  we  are,  and  the  number  of  people  that 
are  paying  for  it. 

Chairman  DOMENICI.  Senator  Abraham  was  here  early  and  came 
back,  but  he  indicates  he  would  yield  at  this  point.  Senator  Snowe, 
you  are  next,  and  then  Senator  Lott. 

Senator  Snowe.  Thank  you,  Mr.  Chairman.  I  want  to  thank  both 
of  you  for  being  here  today  and  providing  a  valuable  contribution 
to  this  debate.  I  hope  that  your  approach  and  demeanor  is  rep- 
licated here  in  the  Congress  as  well  in  attempting  to  grapple  with 
this  enormous  challenge.  I  think  that  this  debate  should  not  be  a 
partisan  debate  and  it  should  not  be  a  geographic  debate.  That 
means  that  1600  Pennsylvania  Avenue  has  to  be  involved  in  this 
debate  as  well  because  I  think  it  is  going  to  require  presidential 
leadership  on  this  issue  due  to  its  sentitive  nature.  It  is  very  im- 
portant to  the  American  people,  to  those  who  depend  on  a  sustain- 
able health  care  program  and  want  to  be  able  to  depend  on  a  sus- 
tainable health  care  program  in  the  future.  Then,  of  course,  for  the 
long  term,  for  the  baby  boomers  who  will  be  retiring  early  in  the 
next  century. 

H.L.  Mencken  once  said  that  for  every  complex  problem  there  is 
an  easy  solution  and  it  is  usually  wrong.  I  would  be  interested  if 
you  could  tell  us  if  there  is  any  simple  solution  to  this  problem.  I 
know  it  was  mentioned  by  Senator  Boxer  that  we  could  just  reduce 
payments  to  hospital  providers  by  1  percent.  I  think  that  is  inter- 
esting, but  I  know  my  rural  hospitals  could  not  take  that  kind  of 
reduction  as  they  have  in  the  past.  I  mean,  they  are  barely  surviv- 
ing at  this  point  in  terms  of  what  they  are  reimbursed  by  the  Fed- 
eral Government  because  it  is  less  th2m  what  they  can  provide  that 
service  for. 

So  I  would  be  interested  in  hearing  from  you  what  you  think 
about  any  of  the  simple  solutions  to  this  problem.  In  fact,  in  look- 
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ing  over  President  Clinton's  recommendations  back  in  his  health 
care  reform  package,  he  had  $118  billion  worth  of  savings  under 
medicare  over  5  years,  and  there  were  a  number  of  different  issues 
involved.  There  were  quite  enormous  changes  including  many 
copayments:  copayments  on  home  health  visits,  copayments  on  lab- 
oratory services,  increasing  Part  B  premiums  for  individuals  and  so 
on  and  so  forth. 

So  there  is  not  an  easy  solution  to  this  problem.  That  is  why  I 
hope  that  we  can  have  an  extensive  debate  on  this  issue  in  the 
Congress  and,  hopefully,  through  a  bipartisan  commission  that  will 
involve  the  White  House.  Because  I  do  not  see  how  we  can  make 
these  kind  of  reforms  without  support  from  the  President  and  from 
both  parties.  So  are  there  any  suggestions  you  would  have  with  re- 
spect to  the  kind  of  reforms  this  Congress  ought  to  consider? 

Mr.  Ross.  I  think  that  the  process  issue  is  extremely  important 
because  ultimately  it  requires  very  difficult  political  judgments 
that  have  to  balance  the  interests  of  all  kinds  of  people  in  coming 
to  solutions,  and  it  can  only  be  done  where  there  is  a  context  where 
people  will  agree  and  not  finger-point  at  each  other. 

I  do  not  think  that  there  is  any  one  solution  or  simple  solutions. 
As  I  said  in  my  personal  statement,  it  is  going  to  be  a  very  complex 
package  of  structural  changes  that  are  required  and  unless  there 
is  a  process  that  allows  that  to  be  done  so  that  people  of  goodwill 
can  breed  trust,  because  a  big  part  of  it  is  that  the  public  is  going 
to  have  to  be  educated.  You  are  going  to  have  to  change  the  incen- 
tives people  have  to  do  one  thing  as  opposed  to  another  thing. 

I  recently  took  part  in  a  forum  at  the  AEI  with  experts,  and  some 
of  the  things  the  experts  were  talking  about  were  brilliant  tech- 
nical solutions  to  the  problems.  But  I  have  got  to  tell  you,  even  half 
the  trade  press  that  were  there  could  not  follow  the  technicalities, 
much  less  people  like  my  90-year-old  mother  in  a  retirement  facil- 
ity. We  have  got  to  have  this  stuff  aired.  People  have  to  know  how 
the  rules  are  going  to  be  changed,  have  adequate  time  to  figure  out 
how  they  are  going  to  cope  with  that — they  and  their  families.  And 
it  is  important  to  begin  to  have  this  aired  and  in  an  atmosphere 
where  people  are  really  trying  to  solve  problems  and  they  are  going 
to  join  together. 

Senator  Lott.  Senator  Snow,  would  you  jdeld? 

Senator  Snowe.  Yes. 

Senator  Lott.  Because  I  would  like  to  just  sort  of  expand  on  your 
question.  I  believe  Mr.  Walker  indicated  in  his  opening  statement 
that  you  had  some  ideas  of  selected  incremental  reforms.  I  think 
that  is  kind  of  what  Senator  Snowe  was  reaching  for.  Do  you  have 
some  of  those? 

Mr.  Walker.  Some  of  the  things  that  are  discussed  and  that 
ought  to  be  considered  are  things  like  expanding  the  prospective 
payment  system  concept  to  other  type  of  services  provided  under 
medicare,  looking  at  the  possibility  of  competitive  bidding  for  exist- 
ing managed  care  options.  You  can  look  at  how  much  is  being  spent 
on  medical  education  subsidies.  You  can  look  at  some  of  these  is- 
sues, if  you  will,  with  regard  to  the  existing  benefit  promise.  It 
would  be  the  existing  benefit  promise. 

I  think  that  doing  things  like  that  cracking  down  further  on  pay- 
ments to  hospitals — that  is  what  has  been  done  in  the  past.  Quite 
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frankly,  their  margins  have  turned  negative  in  certain  cir- 
cumstances. I  think  we  have  to  look  at  the  uneconomic  prolifera- 
tion of  technology  in  this  country.  You  can  go  to  a  city  like  Macon, 
Georgia — I  am  from  Atlanta — and  find  out  that  they  have  got  way 
more  MRI  machines  than  makes  any  economic  sense.  So  there  are 
things  that  can  be  done. 

But  I  think  the  long  term  issues  are  so  fundamental,  they  are  so 
complex,  they  are  going  to  require  such  a  dramatic  change  that  we 
are  going  to  have  to  set  the  process  in 

Senator  Snowe.  Are  we  not  facing  two  problems?  One  is  the  po- 
tential insolvency  of  the  program,  number  one.  That  is  for  the  short 
term.  But  the  long  term  is  making  sure  the  program  is  sustainable 
for  the  baby  boomers'  retirement.  So  I  think  we  have  a  dual  chal- 
lenge confronting  us  in  terms  of  the  program.  That  is  one  issue. 

The  other  issue  is  what  the  latest  time  is  at  which  we  should 
take  action  so  that  the  fundamental  reforms  to  save  the  Medicare 
Program  would  be  in  place  thereby,  preventing  insolvency  by  the 
year  2002? 

Mr.  Ross.  My  own  judgment  on  that  is  you  can  get  lots  of  sug- 
gestions for  short  term  technical  solutions.  CBO  and  GAO  have 
long  laundry  lists  which  they  have  shown  you  before.  They  are  dif- 
ficult, but  they  are  there. 

But  I  would  say  my  own  judgment  is  that  the  most  they  could 
get  you  would  be  another  5  years,  10  years  at  most.  They  really 
do  not  deal  with  the  problem  of  the  program  long  term.  When  I  see 
that  chart  what  it  says  to  me  is  that  it  is  not  good  for  seniors  to 
have  a  program  that  is  in  constant  financial  crisis.  The  time  has 
come — it  has  got  to  come  sometime — when  you  say,  we  want  to 
make  this  program  really  sound  and  people  can  really  rely  on  it. 

So  I  really  think  that  the  short  term  and  the  long  term  need  to 
be  kept  in  mind  and  that  as  you  start  the  process,  yes,  you  will 
have  to  do  the  short  term  things  to  get  the  opportunity  and  the 
time  to  do  the  long  term  things.  But  set  up  a  process  where  this 
can  be  a  continuous,  sustained  effort,  not  just  for  one  hearing  or 
1  day,  but  over  a  period  of  time.  That  would  really  benefit  the  sen- 
iors of  this  country. 

Mr.  Walker.  I  also  agree.  Senator,  that  irrespective  of  whether 
the  President  is  a  Republican  or  Democrat  or  who  it  is,  the  Presi- 
dent has  to  play. 

Senator  Snowe.  I  would  agree  with  that.  I  think  it  absolutely  re- 
quires presidential  leadership  on  this  issue. 

Finally,  I  know  one  of  the  President's  positions  is  that  we  need 
to  have  comprehensive  health  care  reform  in  order  to  address  medi- 
care. But  as  you  say,  Mr.  Ross,  an3rthing  we  do  in  medicare  should 
be  devoted  to  medicare.  Therefore,  if  there  are  savings  derived  it 
should  go  back  into  the  Medicare  Program.  So  it  really  does  not  ne- 
cessitate having  comprehensive  health  care  reform.  I  think  we 
should  have  comprehensive  reform  at  some  point.  But  if  we  have 
to  deal  with  this  problem  more  immediately,  can  we  deal  with  it 
out  of  context  of  comprehensive  health  care  reform? 

Mr.  Ross.  I  think  you  could  get  started.  I  think  you  can  do  a  lot 
of  the  things  as  a  distinct  legislative  initiative.  I  think  ultimately 
there  will  be  other  things  that  will  require  more  broad-based  re- 
forms and  I  think  to  get  to  those  and  to  sort  out  what  you  can  do 
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as  a  distinct  legislative  and  what  you  can  only  do  as  part  of  a  more 
comprehensive  approach,  you  have  got  to  get  started  and  see  what 
you  can  do.  That  is  what  Mr.  Walker  and  I,  in  effect,  are  urging. 

Mr.  Walker.  I  agree.  I  think  there  are  some  things  you  can  and 
should  do  now.  There  are  some  things  you  will  not  be  able  to  do 
because  the  concept  of  fairness  is  a  relative  term.  I  think  that 
when  you  are  talking  about  comprehensive  health  care  reform  fair 
has  to  be  viewed  in  the  context  of  not  just  the  seniors.  It  has  to 
be  viewed  as  the  uninsured.  It  has  to  be  viewed  in  a  number  of 
other  populations.  So  you  may  have  to  make  some  changes  in  medi- 
care that  the  seniors  might  not  like,  but  within  the  context  of  over- 
all objectives  of  what  makes  sense,  what  is  affordable,  what  is  sus- 
tainable, you  may  be  able  to. 

Senator  Snowe.  Thank  you  very  much. 

Chairman  Domenici.  Senator  Conrad. 

Senator  Conrad.  Thank  you,  Mr.  Chairman,  and  thank  the  wit- 
nesses. 

Let  me  just  say  that  observing  what  has  gone  on  here  today  re- 
minds me  a  little  bit  of  a  political  fan  dance.  I  think  part  of  what 
is  going  on  is  the  other  side  is  attempting  to  cover  parts  of  a  budget 

Klan  that  are  not  very  attractive.  That  is,  in  part,  what  is  going  on 
ere  today.  It  is  going  on  in  part  because  all  of  you  had  a  budget 
plan  before  the  election,  but  we  have  not  seen  the  budget  plan  after 
the  election. 

Chairman  DOMENICI.  Senator,  we  did  not  have  one  in  the  Senate. 

Senator  Conrad.  Let  me  just  say  that  your  party  ran  on  a  very 
clear  message  to  the  American  people  in  the  Contract  for  America 
and  on  the  Senate  side  they  had  their  own  version.  And  that  budg- 
et plan  is  now  missing  in  action.  We  were  supposed  to  have  taken 
action  by  April  1st.  It  is  May  3rd  and  we  have  not  taken  action. 
I  suspect  one  reason  we  have  not  taken  action  is  because  the  basic 
message  that  was  told  to  the  American  people  does  not  add  up  very 
well.  There  are  very  serious  problems. 

When  you  tell  the  American  people  you  are  going  to  balance  the 
budget,  you  are  going  to  have  massive  tax  cuts,  and  you  are  going 
to  increase  defense  spending,  when  the  rhetoric  meets  reality  you 
have  got  a  problem.  That  is  why  I  believe  there  is  a  big  delay  in 
getting  this  budget  out  here. 

The  fact  is,  on  the  House  side  and  on  this  side  we  have  heard 
rumors  for  weeks  that  there  is  going  to  be  a  cut  in  medicare  of 
$250  to  $300  billion.  And  interestingly  enough,  the  House-passed 
tax  cut  for  7  years  is  $345  billion.  So  it  is  probably  not  surprising 
that  people  have  put  the  two  together  and  said  that  the  Republican 
plan,  as  least  as  it  has  come  from  the  House  is,  we  are  going  to 
have  massive  tax  cuts,  mostly  directed  to  wealthy  folks  in  this 
country,  and  in  part  we  are  going  to  pay  for  those  by  huge  cuts  in 
medicare.  That  is  not  too  surprising  those  have  been  put  together. 

That  has  created  a  lot  of  political  heat.  So  to  deflect  that  political 
heat  what  we  have  is  an  attempt  to  change  the  subject  and  to  say, 
there  is  a  big  surprise  over  in  medicare.  That  is  no  surprise.  We 
have  known  this  for  years.  We  have  known  for  years  there  was  a 
problem.  The  entitlements  commission  told  us  very  clearly  that  the 
problem  extends  to  all  of  the  entitlements.  The  hard  reality  is  we 
have  got  a  baby  boom  generation  coming  along  that  is  a  demo- 
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graphic  time  bomb  and  we  are  going  to  have  to  cope  with  that.  We 
are  going  to  have  to  do  things  to  meet  those  exploding  expenses 
that  occur  because  we  are  going  to  see  a  dramatic  increase  in  the 
number  of  people  who  are  eligible  for  these  benefits. 

But  the  unfortunate  thing  is  our  friends  on  the  other  side,  before 
starting  to  fill  in  the  hole  that  is  out  there,  have  dug  the  hole  deep- 
er. Because  they  have  called  for  massive  tax  cuts  and  defense  in- 
creases before  we  start  to  solve  a  $1.2  trillion  problem  that  is  really 
much  bigger  than  that,  because  that  assumes  we  are  going  to  raid 
the  Social  Security  Trust  Fund  of  $630  billion  of  surpluses  over  the 
next  7  years  in  order  to  balance  a  budget.  Frankly,  I  do  not  con- 
sider it  balancing  a  budget  to  raid  the  trust  funds  and  call  that  bal- 
ancing a  budget.  Nowhere  else  in  America  would  you  consider  it 
balancing  the  budget  to  take  the  retirement  funds  of  folks  and 
throw  those  into  the  pot  to  balance  the  budget. 

So  our  friends  on  the  other  side  have  dug  the  hole  deeper  before 
they  have  started  to  fill  in  the  hole,  and  that  has  created  a  huge 

f)roblem.  At  least  it  has  exacerbated  what  is  already  a  huge  prob- 
em.  That  is  the  fact  of  the  matter. 

That  does  not  take  away  fi'om  the  underl5dng  reality  that  the  en- 
titlements commission  has  told  us  all,  Democrats  and  Republicans, 
we  have  got  a  long  term  problem  in  this  country.  Not  just  with  this 
entitlement  prograun,  but  with  all  of  the  entitlements,  because  by 
the  year  2012,  if  we  do  not  act,  every  dime  of  Federal  revenue  is 
going  to  go  just  for  entitlements  and  interest  on  the  debt.  There 
will  not  be  any  money  left  over  for  an3rthing  else. 

So  at  some  point  here  we  are  going  to  have  to  sober  up,  and  we 
are  going  to  have  to  start  to  solve  problems.  Unfortunately,  the  last 
time  we  were  in  this  position  the  Democrats  were  in  control  and 
we  took  action,  we  passed  a  plan  that,  yes,  raised  taxes  on  the 
wealthiest  among  us,  and  cut  spending,  and  reduced  the  deficit. 
And  it  really  reduced  the  deficit.  Unlike  any  of  the  other  plans  I 
have  seen  in  the  8  years  I  have  been  around  here,  it  really  did  re- 
duce the  deficit.  Not  enough.  We  have  got  a  lot  more  to  do.  But  it 
made  progress. 

We  did  not  get  a  single  vote  on  the  other  side.  They  stood  on  the 
sidelines  and  threw  bricks.  Now  it  is  their  turn.  They  are  in 
charge.  They  get  to  come  forward  with  a  plan.  I  guess  it  will  not 
be  too  surprising  that  they  will  get  a  lot  of  bricks  thrown  at  them, 
because  they  ran  on  a  program  that  told  the  American  people,  you 
can  balance  the  budget,  have  big  tax  cuts,  have  increases  in  de- 
fense, and  it  is  eJI  going  to  add  up.  It  is  all  going  to  work  just  fine. 

Well,  there  are  consequences  to  what  they  have  told  the  Amer- 
ican people.  There  are  consequences  to  a  plan  that  has  massive  tax 
cuts  and  tries  to  balance  the  budget  and  have  big  defense  in- 
creases. One  of  the  consequences  is,  medicare,  which  is  one  of  the 
things  they  have  not  taken  off  the  table,  because  they  have  taken 
off  the  table  Social  Security,  defense,  and  interest  on  the  debt.  That 
is  half  of  all  the  projected  spending  over  the  next  7  years.  When 
you  take  that  off  the  table  guess  what  happens  to  what  is  left  on 
the  table?  It  all  gets  cut  more.  And  guess  what  is  a  big  chunk  of 
what  is  left  on  the  table?  Medicare. 

So  now  they  come  with  what  I  label  kind  of  a  political  fan  dsince 
here  to  cover  the  fact  that  they  have  got  an  overall  budget  plan 
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that  is  not  very  attractive  in  terms  of  its  impacts.  But  that  does 
not  take  away  from  the  underlying  reahty  that  we  have  got  a  long 
term  problem  with  all  of  the  entitlement  programs. 

Let  me  ask  you  this.  What  is  your  estimate  of,  over  the  next  7 
years  what  would  be  required  to  bring  solvency,  long  term  solvency 
to  the  Medicare  Program? 

Mr.  Ross.  I  will  start.  The  question  is  how  long  you  want  to  fix 
it  for.  The  shortfall  just  for  the  7  years,  I  believe  the  number  is 
$147  billion. 

Chairman  DOMENICI.  How  many  years  is  that? 

Mr.  Ross.  1995  to  2002,  the  7  years.  But  the  annual  shortfall  in- 
creases rapidly  after  2002.  So  if  you  want  to  fix  it  for  10  years, 
which  is  the  short  term  test  that  we  officially  use  in  these  reports, 
it  is  considerably  more  than  that  to  get  it  back  into  short  term  bal- 
ance. If  you  want  to  fix  it  for  25  years,  it  is  a  whole  lot  more.  And 
if  you  want  to  fix  it  for  the  whole  75-year  period,  then  you  are  talk- 
ing enormous  sums. 

My  own  belief  is  that  you  are  going  to  have  to  do  some  things 
short  term  and  you  are  going  to  have  to  do  some  additional  things 
long  term  and  that  at  some  point,  whether  it  starts  this  year  or 
whenever  it  starts,  there  is  going  to  have  to  be  a  process  put  in 
place  to  address  this  basic  underlying  issue,  Senator  Conrad,  that 
you  so  well  point  out,  which  is  the  fact  that  there  are  programs  out 
there  that  are  not  financially  sustainable  under  existing  laws  and 
we  have  to  figure  out  how  to  do  something  about  that. 

Mr.  Walker.  Senator,  as  my  parents  taught  me  and  probably 
yours  taught  you,  you  should  not  make  promises  you  cannot  keep 
no  matter  what  kind  they  are.  But  we  have  done  that  in  medicare, 
which  is  what  the  hearing  is  about  today.  I  think  the  inaction  of 
the  past  is  an  indictment  of  the  past,  not  a  prescription  for  the 
present.  I  think  all  of  you  on  both  sides  of  the  aisle  recognize  that 
we  have  got  a  major  problem  here  of  monumental  proportions.  We 
have  that  problem  that  is  going  to  come  to  roost  before  we  even  hit 
the  age  wave,  which  is  2013,  and  we  have  got  to  start  doing  some- 
thing. We  really  do. 

Senator  Conrad.  We  have  got  a  window  of  opportunity  here  and 
it  is  absolutely  incumbent  on  both  sides  here,  after  the  rhetoric 
dies  down,  that  we  get  together  and  do  something  serious  about  all 
of  these  entitlement  programs  and  the  long  term  imbalance  in  our 
budget.  It  is  critical  for  the  future  of  this  country. 

Chairman  DOMENICI.  Senator,  did  you  want  to  take  your  time  or 
do  you  want  to  let  Senator  Lott  go? 

Senator  Abraham.  I  would  appreciate,  Mr.  Chairman 

Chairman  DOMENICI.  Could  I  just  make  an  announcement  be- 
cause I  do  not  want  to  appear  in  a  while  to  be  arbitrary.  I  just  got 
a  note  here  that  is  official  and  it  says  at  11:15  we  start  with  five 
consecutive  votes.  I  would  assume  that  for  some  of  us,  and  cer- 
tainly for  me,  that  means  I  could  stay  here  till  about  11:30  and  run 
and  probably  make  it.  So  what  I  would  like  to  do  is  finish  the  ques- 
tions that  we  have  and  then  move  as  quickly  as  we  can  to  the  other 
witnesses  and  see  if  they  could  give  us  3,  4,  5  minutes  of  their  tes- 
timony. That  might  mean  we  might  just  make  it. 

Senator  Lott.  Would  you  yield  just  for  one  question  I  think 
would  be  brief? 
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Senator  ABRAHAM.  Yes. 

Senator  LOTT.  Mr.  Ross,  you  indicated  a  number  for  7  years,  but 
you  did  not  indicate  a  specific  number  to  take  it  to  the  year  2005, 
over  10  years.  Do  you  have  a  number  there? 

Senator  Boxer.  Mr.  Chairman,  I  just  wanted  to  point  out,  if  after 
our  colleague  speaks,  I  just  had  one  clarification  in  answer  to  Sen- 
ator Bond.  It  would  take  15  seconds. 

Chairman  DOMENICI.  Fine. 

Mr.  Ross.  I  believe  it  is  another  $169  billion,  but  I  will  have  that 
checked. 

Senator  LOTT.  So  you  are  talking  about  $316  billion  to  get  us  to 
the  year  2005  as  things  now  stand,  right? 

Mr.  Ross.  Yes. 

Senator  Lott.  To  keep  it  fi'om  being  insolvent? 

Mr.  Ross.  That  would  be  10  years.  I  will  get  those  figures  and 
submit  them  for  the  record. 

Senator  Lott.  I  think  we  would  like  to  have  that.  Thank  you 
very  much. 

Thank  you  for  yielding, 

[The  following  was  subsequently  submitted  for  the  record  by  Mr. 
Ross:] 

The  Trustees  have  estabHshed  a  short-range  (10-year)  test  of  trust  fund  financial 
solvency  which  requires  that  the  assets  in  a  fund  at  the  beginning  of  each  year  in 
the  10  year  period  be  at  least  equal  to  the  projected  expenditures  for  that  year  (this 
is  referred  to  as  maintaining  a  trust  fund  ratio  of  at  least  100  percent.) 

To  meet  the  Trustees  test  of  short-range  solvency  solely  through  expenditure  re- 
ductions, HI  Trust  Fund  expenditures  would  have  to  be  reduced,  under  the  inter- 
mediate assumptions  in  the  1995  Hospital  Insurance  Trust  Fund  Report,  by  $147 
billion  through  2002  (7  years),  and  by  $316  billion  through  2005  (10  years). 

As  the  report  states,  to  bring  the  HI  fund  into  long-range  actuarial  balance  for 
the  first  25  year  period  (1995-2019)  would  require  that  either  outlays  be  reduced 
by  30  percent  or  income  increased  by  44  percent,  or  some  combination  of  both. 

Chairman  DOMENICI.  Thank  you  very  much,  Senator. 

Senator  Abraham. 

Senator  Abraham.  Thank  you,  Mr.  Chairman.  I  would  just  like 
to  begin  with  a  couple  of  observations,  commenting  in  part  on  what 
was  said  by  the  previous  speaker,  that  there  was  no  budget  plan 
because  of  whatever,  a  fan  dance  I  guess  was  the  term. 

One  of  the  reasons  we  do  not  have  a  budget  plan,  we  are  not 
moving  as  fast  is  because  we  spent  over  1  month  in  the  United 
States  Senate  debating  the  issue  of  a  balanced  budget  amendment 
which  bore  very  directly  on  the  deliberations  here.  A  major  compo- 
nent of  that  debate  was  the  question  of  whether  or  not  we  would 
include  Social  Security  in  the  balanced  budget  amendment  we 
might  pass.  As  Senator  Conrad  indicated  or  at  least  referenced  and 
as  I  ascertained  in  questioning  Director  Rivlin  when  she  was  here, 
if  we  had  taken  Social  Security  entirely  out  of  the  budget  process 
in  terms  of  that  amendment  we  would  have  enheuiced  the  amount 
of  reductions  that  had  to  be  made  from  the  $1  to  $1.2  trillion  we 
are  talking  about  to  almost  $1.8  trillion,  which  would  clearly  have 
changed  the  way  by  which  this  committee  would  have  had  to  have 
operated  to  fulfill  that  type  of  an  amendment.  So  I  think  it  is  im- 
portant to  put  that  in  perspective. 

I  would  also  note,  Mr.  Chairman,  that  when  we  talk  about  the 
so-called  reduced  deficits  that  we  have  had  as  a  consequence  of  the 
Budget  Act  or  the  budget  reconciliation  of  1993  I  believe  a  major. 


214 

overwhelming  percentage  of  those  reductions  have  been  accom- 
pHshed  because  we  have  included  the  surplus  in  Social  Security  in 
the  unified  budget  calculation;  the  same  surplus  which  was  sug- 
gested by  the  previous  speaker  should  be  eliminated  from  our  cal- 
culation. I  think  that  is  an  important  comment  to  include  in  at 
least  putting  this  in  perspective. 

Mr.  Chairman,  I  will  submit  a  more  extensive  set  of  comments. 
I  just  would  say  that  it  is  clear  from  your  report,  and  equally  clear 
from  the  entitlement  commission  report,  that  we  are  headed  in,  as 
you  described  it,  a  very  alarming  situation  and  direction.  I  think 
there  is — I  agree  with  the  trustees — a  need  for  distinct  treatment 
of  the  medicare  problem. 

I  have  been  disappointed  by  the  White  House's  failure  to  re- 
spond. They  have  in  the  past  demonstrated  a  willingness,  in  the 
1993  budget  deal  a  $56  billion  reductions  in  medicare  took  place. 
In  1994,  the  universal  health  care  plan  approximately  $200  billion 
of  reductions  in  spending  on  medicare  were  included  in  that  pro- 
posed plan;  a  combined  $250  billion  of  medicare  reductions.  I  want 
to  put  that  number  into  the  record  because  it  puts  in  perspective 
what  we  have  been  talking  about  and  hearing  about  in  the  discus- 
sions today  as  being  cuts  that  were  unsustainable. 

But  today  we  hear  that  the  White  House  refuses  to  offer  any 
form  of  plan  or  response  to  protect  seniors  unless  it  is  part  of  some 
type  of  global  health  care  plan.  But  there  is  a  difference.  Medicare 
is  a  Government- run  health  care  program.  Other  people  have  their 
health  care  handled  privately,  and  that  is  why  I  think  it  justifies 
the  comment  made  earlier  by  the  trustees  that  we  should  handle 
this  distinctly.  We  have  a  clear  duty,  I  think,  in  the  immediate 
sense  to  repair  the  Government-funded  health  care  programs  that 
we  are  responsible  for. 

But  I  would  point  out  that  maybe  we  C£in  move  in  a  direction  to- 
gether here.  One  argument  that  I  think  ought  to  be  laid  before  the 
committee  is  this,  last  year  there  was  obviously  a  lack  of  public 
consensus  on  moving  forward  on  a  universal  basis  about  the  public 
as  well  as  the  private  areas  of  health  care.  But  a  starting  point, 
a  logical  one  to  me  seems  to  be  in  an  area  which  we  all  seem  to 
agree  on  needs  attention,  and  that  is  medicare.  I  would  hope  that 
we  could  at  least  begin  the  process  as  the  trustees  suggested. 

I  just  have  one  question.  In  the  proposed  universal  health  care 

Elan  that  was  offered  by  the  President  last  year  a  substantial  num- 
er  of  reductions,  which  as  I  say  I  think  cumulatively  were  over 
$200  billion  were  suggested  in  the  medicare  area.  Have  you  trust- 
ees looked  at  those  proposals?  Are  you  familiar  with  them? 

Mr.  Ross.  I  am  familiar  with  them.  I  have  not  refreshed  myself 
in  detail.  I  think  it  is  very  difficult  to  pull  things  out  of  what  was 
presented  as  part  of  a  comprehensive  plan  because  those  proposals 
included  creating  new  benefits  for  medicare  beneficiaries,  too;  a 
long  term  care  benefit  and  a  prescription  drug  benefit.  In  between 
the  President's  proposal  and  what  was  done  in  the  House  Ways 
and  Means  Committee  and  what  was  done  in  the  Senate  Finance 
Committee  and  then  in  the  Mitchell  bill  there  were  lots  of  gyra- 
tions. 

I  think  that  the  President's  proposal  involved  some  sense  of  re- 
structuring the  benefits  but  recycling  the  cuts  into  additional  bene- 
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fits.  I  think  that  at  least  as  it  started  out  the  idea  was  to  improve 
the  Medicare  Program;  any  savings  being  used  to  be  recycled  into 
the  program  for  the  benefit  of  the  beneficiaries.  I  truly  believe  that 
that  is  the  correct  way  to  think  about  dealing  with  this  program. 
I  think  you  will  get  farther  that  way  than  in  thinking  of  it  as  hav- 
ing savings  which  can  be  used  to  even  deal  with  other  health  care 
needs. 

Senator  ABRAHAM.  How  about  to  just  deal  with  solvency? 

Mr.  Ross.  But  that  may  help  the  solvency  because  if  you  can 
save  money  now  and  leave  it  in  the  trust  fund  to  pay  benefits 
longer,  then  longer  term,  while  the  expenditures  are  all  being  made 
for  the  benefit  of  the  beneficiaries,  it  will  go  on  longer. 

Senator  Abraham.  Mr.  Walker? 

Mr.  Walker.  I  think  the  key  has  to  be  benefit  security.  That 
whatever  action  is  taken  is  designed  to  enhance  benefit  security. 
And  it  will  because  the  funds  will  end  up,  whatever  the  savings, 
will  accrue  to  the  benefit  of  the  trust  fund  and  the  trust  fund  can 
only  be  used  to  pay  for  medicare  benefits  and  reasonable  adminis- 
trative expenses. 

I  might  also  add  that  was  a  different  context,  more  comprehen- 
sive health  care  reform.  There  is  more  than  one  type  of  comprehen- 
sive health  care  reform,  and  ultimately  we  are  going  to  have  to 
have  comprehensive  reform  in  order  to  do  some  of  the  more  dra- 
matic things.  But  in  the  interim,  let  us  do  what  we  can  to  get  us 
on  the  right  path. 

Senator  Abraham.  Thank  you,  Mr.  Chairman. 

Chairman  DOMENICI.  Senator  Boxer. 

Senator  Boxer.  Thanks,  Mr.  Chairman.  Senator  Bond  indicated 
that  I  said  the  panelists  were  setting  up  a  smokescreen.  I  want  the 
panelists  to  know  I  greatly  appreciate  the  work  they  have  put  in 
since  1990.  What  I  did  say  is  the  report,  I  believe,  is  being  used 
as  a  smokescreen  to  provide  an  excuse  for  massive  medicare  cuts 
to  pay  for  tax  cuts.  It  has  nothing  to  do  with  this  panel.  I  think 
they  are  terrific. 

Senator  Lautenberg.  May  I  make  one  quick  closing  statement? 
That  is  that,  Mr.  Chairman,  I  would  ask  permission  that  the  full 
statement  that  I  had  be  included  in  the  record. 

Chairman  Domenici.  Sure. 

Senator  LAUTENBERG.  And  I  assume  that  the  witnesses  would  be 
prepared  to  respond  to  written  questions  that  would  be  submitted, 
ana  keep  the  record  open  for  a  little  bit. 

Chairman  DoMENlCl.  We  would.  They  are  obviously  not  public 
servants.  This  is  a  gratis  arrangement  on  their  part.  They  were 
kind  of  volunteer  citizens  when  we  did  this  so  I  do  not  think  we 
ought  to  impose  too  much.  But  if  you  have  a  few  questions 

Senator  Lautenberg.  Once  they  take  on  the  job,  they  want  to 
complete  it. 

Mr.  Ross.  We  will  do  anything  we  can  to  help  your  deliberations. 

Chairman  DOMENICI.  Thank  you  very  much. 

Opening  Statement  of  Senator  Frank  R.  Lautenberg 

Mr.  Chairman,  I  am  glad  that  you  have  called  these  two  hearings  before  the 
Budget  Committee.  The  purpose  of  the  hearings,  as  I  understand  it,  is  to  "educate" 

Eeople  about  the  financial  problems  facing  medicare.  I  also  hope  it  educates  Mem- 
ers  about  the  role  that  medicare  plays  in  the  lives  of  the  people  we  represent. 
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Medicare  was  designed  to  meet  the  needs  of  our  Nation's  senior  citizens.  And  they 
have  some  special  needs. 

•  They  are  not  in  excellent  health.  Over  50  percent  describe  themselves  that  way. 
And  studies  describe  them  as  relying  on  health  care  services  much  more  than  the 

feneral  public, 
'hey  have  low  incomes.  Seventjy-five  percent  of  all  medicare  beneficiaries  earn 
less  than  $25,000  per  year.  Nearly  35  percent  have  incomes  less  than  $10,000. 

•  They  pay  a  good  deal  for  health  care.  Even  with  medicare,  seniors  pay  21  percent 
of  their  income  on  out  of  pocket  medical  expenses  compared  to  8  percent  for  those 
under  65. 

•  They  are  satisfied  with  the  medicare  system.  Despite  the  fact  that  medicare  does 
not  cover  the  cost  of  prescription  drugs  or  long-term  care,  despite  the  high  out 
of  pocket  expenses,  a  1992  beneficiary  survey  found  that  89  percent  of  medicare 
patients  were  very  satisfied  or  satisfied  with  their  medical  care. 

Any  changes  in  medicare  will  have  real  and  significant  consequences  for  senior 
citizens.  Consequences  we  need  to  understand. 

The  20th  anniversary  of  the  fall  of  Saigon  reminds  us  of  one  lesson  of  that  war: 
you  can't  save  a  village  by  destroying  it.  By  the  same  token,  if  we  "save  medicare" 
by  destroying  its  value  to  our  seniors,  we  haven't  saved  anything  at  all. 

If  we  accept  the  recommendations  of  the  Speaker  of  the  House — that  medicare 
should  not  be  viewed  as  a  budget  issue — then  changes  in  the  system  have  to  be  eval- 
uated in  terms  of  their  impact  on  seniors  rather  than  "savings"  for  the  Federal 
budget. 

In  that  context,  cuts  in  medicare  of  $250  to  $300  billion  over  the  next  7  years 
make  no  sense.  No  sense. 

Those  proposals  would,  on  average,  cost  our  seniors  $3,100  to  $3,700.  That  is  a 
lot  of  money  for  senior  citizens.  It  is  a  big  increase  for  folks  who  already  pay  21 
percent  of  their  income  on  out  of  pocket  medical  expenses.  And  that  $3,100  to  $3,700 
is  only  an  average.  Those  who  are  sick  will  pay  more,  much  more,  out  of  pocket. 

And  it  isn't  just  the  seniors  who  will  pay  more.  Rather  than  saving  money,  those 
medicare  cuts  will  increase  the  cost  of  the  private  health  insurance  most  Americans 
have.  Medicare  may  not  cost  as  much,  but  the  medical  system  will  still  charge  as 
much. 

What  medicare  doesn't  pay  for  will  simply  be  passed  on  or  cost  shifted  to  non- 
medicare  patients.  So  our  bills  will  go  up. 

And  if  we  don't  pay  them,  then  many  of  our  urban  and  rural  hospitals  will  be 
forced  to  close  because  they  won't  have  the  income  to  stay  open. 

The  changes  created  by  massive  cuts  would,  unfortunately,  involve  more  than 
money.  Under  some  proposals,  seniors  could  be  forced  into  managed  care  plans  be- 
cause of  financial  circumstances.  Once  in  those  plans,  seniors  may  be  forced  to  give 
up  the  doctor  of  their  choice.  They  may  be  forced  to  wait  to  get  a  doctor's  appoint- 
ment. Managed  care  may  not  be  the  most  appropriate  health  care  model  for  every 
senior  citizen.  They  ought  not  be  forced  into  these  settings — especially  by  the  Mem- 
bers of  Congress  who  denounced  managed  care  just  last  year. 

All  of  these  hardships  will  be  forced  upon  our  seniors  for  one  major  reason:  rather 
than  stabilizing  the  Medicare  Trust  Fund,  some  Republicans  want  to  provide  tax 
cuts  to  the  wealthy.  Some  Republicans  are  willing  to  force  seniors  malting  under 
$25,000  per  year  to  pay  more  for  their  health  care  so  that  they  can  give  millionaires 
a  tax  cut.  That  is  Hood  Robin — the  reverse  of  Robin  Hood.  And  I  will  do  all  I  can 
next  week  to  stop  these  cuts. 

Before  we  destroy  the  Medicare  Program,  we  should  look  at  other  parts  of  the 
Federal  budget  to  cut.  Like  tax  loopholes.  The  account  for  over  $450  billion  of  the 
Federal  budget  but  we  do  not  even  review  them  on  an  annual  basis. 

The  Federal  Government  made  a  promise  with  the  American  people.  That  promise 
is  called  Social  Security.  The  second  word  in  Social  Security  is  security.  In  the  mid- 
1960s,  the  definition  of  security  was  expanded  to  include  health  security  for  retired 
Americans.  Tragically,  some  Republicans  are  calling  for  an  end  to  health  security 
for  our  seniors.  They  propose  slashing  medicare  and  throwing  seniors  into  an  un- 
known Darwinian  medical  experiment  of  rationing. 

I  will  do  whatever  I  can  to  prevent  this  from  happening. 

Thank  you  Mr.  Chairman  and  I  look  forward  to  hearing  from  our  witnesses. 

Chairman  DOMENICI.  Senator  Exon,  and  fellow  Senators,  I  have 
heard  some  rhetoric  that  was  political.  I  have  heard  some  rhetoric 
that  was  very  positive.  After  all  the  insinuations  and  inferences 
leave,  I  think  there  is  a  rather  unanimous  consensus  that  we  ought 
to  find  a  way  to  make  medicare  solvent. 
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The  purpose  of  this  Budget  Committee,  for  those  who  are  won- 
dering why  we  have  not  produced  a  budget  resolution  yet,  we  have 
a  very  ambitious  goal.  We  think  it  is  high  time  to  produce  a  bal- 
anced budget,  that  when  this  budget  is  enforced  you  will  be  bal- 
anced in  the  year  2002.  Frankly,  we  believe  that  is  the  best  thing 
we  can  do  for  Social  Security  solvency.  We  think  it  is  the  best  thing 
we  can  do  for  medicare  solvency.  Stop  borrowing  to  pay  the  annual 
indebtedness  of  our  Grovemment. 

We  also  think  we  have  a  responsibility  to  a  lot  of  people,  includ- 
ing the  young  people,  including  the  middle  range  people,  including 
everybody  that  wants  a  prospering  American  economy.  So  this  com- 
mittee under  my  leadership  has  a  very  simple  vision.  The  vision  is 
to  get  to  a  point  soon  when  we  stop  borrowing  every  year  to  pay 
our  annual  expenses  of  Government. 

Now  frankly,  I  believe  the  seniors  in  America  understand  that. 
They  clearly  understand  we  cannot  keep  borrowing  and  expecting 
their  children  and  their  grandchildren  to  pay  that  debt.  It  is  a  huge 
drag  on  our  ability  to  employ  our  people,  on  the  standard  of  living. 
So  I  am  hopeful  that  we  can  produce  such  a  budget.  I  am  very 
hopeful  that  it  could  end  up  with  some  Democratic  support. 

We  do  not  intend,  as  to  Medicare  Part  A,  the  trust  fund  we  do 
not  intend  to  balance  the  budget  on  the  backs  of  senior  citizens.  We 
intend  to  make  it  solvent  for  either  a  10  or  a  15-year  period  and 
require,  if  that  is  where  we  end  up — and  we  may  end  up  doing  it 
another  way.  But  the  numbers  that  have  been  bantered  around 
were  an  effort  on  my  part  to  say,  let  us  see  if  we  can  make  it  sol- 
vent. 

Now  if  the  opposite  view  prevails  and  it  is  to  be  put  off  again, 
or  to  be  done  by  someone  else,  I  think  my  approach  will  have 
served  a  good  purpose  for  the  country.  We  will  understand  the  rela- 
tionship of  this  huge  trust  fund  to  the  American  budget.  We  will 
understand  its  relationship  to  future  generations.  We  will  under- 
stand that  we  have  probably  over-promised  and  the  sooner  we  get 
that  message  out  the  better. 

So  if  we  are  going  to  attach  to  either  side  some  approach  that 
is  in  any  way  different  from  what  I  just  described,  let  me  just  sug- 
gest I  may  have  been  naive.  I  will  admit  that  up  front. 

Senator  Lautenberg.  Mr.  Chairman,  does  the  balanced  budget 
projection  include  Social  Security  on  budget  and  the  tax  reduc- 
tions? 

Chairman  DoMENici.  I  have  already  indicated  I  do  not  have  a 
tax  proposal  in  the  budget  I  intend  to  present.  Everything  is  on 
budget  as  it  has  been. 

But  let  me  just  explain  my  naivete.  I  did  not  believe  that  the 
White  House  was  lying  in  wait,  getting  reports  ready  so  as  to  take 
this  issue  on  with  a  total  political  overtone.  I  want  to  close  here 
today  and  say  that  clearly  the  polls  indicate  that  this  is  a  tough 
decision.  This  balanced  budget  is  very,  very  tough.  But  facts  sort 
of  indicate  that  the  White  House  has  simply  been  lying  in  wait  all 
year  for  just  the  moment  to  grandstand  about  our  efforts.  I  wish 
that  was  not  the  case.  I  truly  hope  that  if  that  was  the  case  that 
perhaps  they  will  decide  that  they  ought  not  do  it  that  way. 

Senator  ExoN.  Mr.  Chairman,  I  have  one  quick  question  that  I 
would  like  to  ask  of  you  just  to  clarify  the  record. 
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Chairman  DOMENICI.  Please. 

Senator  EXON.  There  is  so  much  going  on  today  and  so  many 
people  having  input  on  this,  so  much  talk  about  a  tax  cut,  let  me 
understand  if  I  can,  is  it  still  your  intention,  or  is  it  your  intention 
to  use  any  of  the  savings  from  medicare  cuts  to  contribute  to  deficit 
reduction  needed  to  balance  the  budget?  Is  that  essentially  where 
you  are  coming  from? 

Chairman  DOMENICI.  Senator,  let  me  just  answer.  It  has  been  in- 
teresting— as  a  matter  of  fact,  these  two  witnesses  who  know  the 
budget  and  know  this  program  implicitly  have  said,  if  you  make 
this  program  solvent  for  10  years  or  for  15  years,  you  do  that  on 
its  own  for  those  purposes.  Now  you  cannot  escape  the  reality  that 
that  has  an  impact  on  the  budget  of  the  United  States.  And  it  has 
a  positive  impact  on  the  budget. 

So  if  your  question  is,  does  it  have  an  effect  on  it?  Yes,  it  does. 
You  get  the  medicare  in  shape  and  since  it  is  on  budget  and  it  is 
a  $1.9  billion  program,  it  has  an  impact  on  the  budget  and  it  has 
a  positive  impact.  What  so  wrong  with  that? 

Now  having  said  that,  if  we  want  our  other  witnesses — did  you 
want  to  say  something,  Mr.  Walker? 

Mr.  Walker.  I  just  want  to  say  that  I  think  it  is  important  we 
do  both.  We  have  got  to  make  sure  that  we  have  security  to  the 
promises  that  we  make  and  that  we  get  our  fiscal  house  in  order; 
get  a  double  win. 

Chairman  DOMENICI.  Thank  you  very  much. 

Senator  Lautenberg.  Mr.  Walker,  you  said  that  this  Nation  can- 
not deliver  on  those  commitments — your  words. 

Mr.  Walker.  I  said  I  do  not  think  you  can,  the  current  ones,  and 
I  think  we  have  to  have  more  comprehensive  reform  later. 

Chairman  DOMENICL  Mr.  Walker,  I  thank  you. 

Senator  I  never  took  any  questions  so  I  did  not  have  a  second 
round.  I  did  not  use  my  7  minutes  either. 

So  let  me  ask  you  a  positive  question.  Are  you  through  with  your 
work  on  this?  Are  you  free  perhaps  to  be  involved  in  a  commission, 
if  somebody  is  interested,  to  help  solve  this  problem  or  not? 

Senator  LAUTENBERG.  Is  the  question,  are  you  free?  [Laughter.l 

Mr.  Walker.  I  am  going  to  see  the  chairman  of  my  firm  tomor- 
row, so  I  will 

Chairman  DOMENICL  OK,  we  do  not  want  to  ask  you  yet. 

Mr.  Ross.  I  would  just  say  that  we  appreciate  the  opportunity, 
after  5  years  of  working  hard  as  public  trustees,  to  have  the  appre- 
ciative audience  that  we  have  had  here  at  this  hearing  today.  This 
is  the  fourth  time  I  have  done  public  service.  It  is  a  big  part  of  my 
life  and  I  really  hope  people  do  the  right  thing  here.  It  is  impor- 
tant. I  think  it  is  critical  we  do  things  right. 

Senator  ExON.  Gentlemen,  thank  you  for  being  here. 

Chairman  Domenicl  Thank  you  very  much. 

Can  we  go  quickly  to  the  next  panel,  Guy  King;  William  Roper, 
former  administrator;  Deborah  Steelman;  and  Karen  Davis? 

How  would  you  like  to  proceed?  I  think  we  probably  have  a  little 
bit  of  time.  So  5  minutes  each,  could  we  try  that  for  starters?  Debo- 
rah Steelman  says  she  can  do  it  in  3  minutes,  so  let  us  let  her  go 
first. 
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STATEMENT  OF  DEBORAH  STEELMAN,  FORMER  PROGRAM  AS- 
SOCIATE DIRECTOR  FOR  HUMAN  RESOURCES,  OFFICE  OF 
MANAGEMENT  AND  BUDGET,  FORMER  CHAIR,  1991  ADVI- 
SORY COUNCIL  ON  SOCIAL  SECURITY  AND  MEDICARE 

Ms.  Steelman.  That  is  quite  a  challenge.  I  will  deliver  on  my 
promise. 

Chairman  DOMENICI.  Do  you  have  a  prepared  statement? 

Ms.  Steelman.  Yes,  my  prepared  statement  is  being  entered  into 
the  record  and  I  also  provided  a  packet  of  medicare  charts  that 
should  answer,  almost  every  question  anybody  ever  wanted  to 
know  about  medicare. 

I  would  like  to  make  four  quick  points.  You  have  heard  plenty 
about  Part  A,  but  I  urge  you  not  to  consider  Part  A  alone.  The  Part 
A  Trust  Fund  will  enter  a  negative  cash  flow  situation  next  year. 
It  will  be  bankrupt  in  2002.  This  has  happened  before.  We  have 
staved  off  bankruptcy.  At  no  time  have  we  changed  the  outlook  of 
the  program.  It  has  to  be  restructured  to  change  the  outlook  of  the 
program.  Postponing  bankruptcy  1  year  at  a  time  is  simply  not 
enough,  as  David  Walker  said,  to  secure  benefits. 

Part  B  cannot  be  assessed  in  terms  of  bankruptcy  because  its 
trust  fund  operates  differently.  It  is  funded  partly  by  beneficiary 
premiums  and  partly  by  annual  appropriations.  But  I  think  it  is 
helpful  to  look  at  it  as  a  percent  of  payroll  because  that  gets  it  into 
the  context  of  Part  A,  Percent  of  payroll  for  Part  A  today  is  2.9  per- 
cent. The  equivalent  in  Part  B  is  1.7  percent.  By  2002,  Part  B  will 
be  the  equivalent  of  2.9  percent. 

If  you  take  the  2.9  percent  Part  A  today  plus  the  amount  that 
is  equivalent  to  make  it  solvent  over  the  7  years,  which  has  been 
testified  to  here  as  between  $300  and  $380  billion,  that  is  1.3  per- 
cent of  payroll.  Then  you  add  the  2.9  percent,  which  is  what  Part 
B  would  require  in  2002,  you  are  looking  at  7.13  percent  payroll 
tax  equivalent  for  the  whole  Medicare  Program.  That  is  on  top  of 
OASDI  and  its  challenges.  That  is  on  top  of  any  need  the  country 
may  face  at  that  time. 

You  cannot  just  raise  taxes  to  solve  the  problem  of  medicare. 

The  growth  rate  in  Part  B,  of  course,  is  even  higher  than  in  Part 
A.  The  program  is  even  more  out  of  control.  We  spend  $1,700 
roughly  per  beneficiary  today.  We  will  spend  $3,700  per  beneficiary 
roughly  in  2002.  The  program  doubles  in  size  every  7  years.  By 
2030,  SMI  spending  along  will  spend  an  income  tax  increase  of  40 
percent.  This  clearly  is  not  sustainable. 

So  one  of  my  suggestions  would  be,  please,  please,  please  con- 
sider joining  Part  A  and  B  together.  This  is  not  the  first  time  that 
idea  has  been  suggested.  In  1989  a  panel  I  chaired,  the  Advisory 
Council  on  Social  Security  recommended  the  merger  of  Part  A  and 
B  because  these  issues  need  to  be  decided  together,  not  only  for  fi- 
nancial reasons  but  also  because  the  program  would  operate  better. 
In  1965  hospitals  were  the  locus  of  most  care.  In  1995,  the  locus 
of  most  care  is  in  far  different  situations:  outpatient  clinic,  in  the 
home,  et  cetera. 

So  from  all  perspectives,  financial,  beneficiary,  administrative, 
the  practice  of  medicine — this  is  a  30-year-old  program.  Start  from 
scratch,  look  at  this  thing,  and  make  some  big  changes  because 
that  is  the  only  way  to  sustain  the  Part  A  Trust  Fund,  and  the 
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Part  B  Trust  Fund,  and  will  ensure  the  security  of  the  benefits. 
What  we  ultimately  have  to  do  is  get  the  Government  out  of  debt 
so  that  a  trust  fund  can  be  more  than  an  artificial  mechanism  in 
the  first  place. 

Thank  you. 

Chairman  DOMENICI.  That  seemed  to  me  to  be  3  minutes  on  the 
money. 

[The  medicare  charts  provided  by  Ms.  Steelman  follows:] 


MEDICARE 
CHARTS 
PACKET 


LA  W  OFFICES  OF  DEBORAH  STEELMAN 
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I.  MEDICARE  SPENDING 
PATTERNS 

II.  MEDICARE  PART  A 

III.  MEDICARE  PART  B 

IV.  MEDICARE  DESIGN  FLAWS 

V.  COMPARISONS  BETWEEN 
MEDICARE  AND  PRIVATE 
SECTOR  HEALTH  COVERAGE 
AND  COSTS 

VI.  MEDICARE  AND  THE  FEDERAL 
BUDGET 


93-698    95-8 
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I.    MEDICARE  SPENDING  PATTERNS 

A.  Medicare  Spending  Will  Rise  To  Over  $350 
Billion  Annually  By  2003 

B.  Prcjected  Change  In  Federal  Outlays,  1995- 
2000 

C.  Payments  In  Excess  Of  Taxes  And 
Premiums 

D.  Americans  Are  Receiving  Benefits  For 
Longer  Periods 

E.  The  Burden  Of  Financing  The  Part  A  Trust 
Fund  Will  Fall  On  Smaller  And  Smaller 
Percentage  Of  The  Population 

F.  Holding  The  Rate  Of  Increase  In  Medicare 
Spending  To  Private  Sector  Health  Care 
Inflation 

G.  Baseline  Projections  Are  Far  In  Excess  Of 
Current  Services 

H.       Medicare  Does  Not  Use  Modem  Health 
Care  Delivery  Techniques 
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The  burden  of  financing  the  Part  A  Trust 
Fund  will  fall  on  smaller  and  smaller 
percentage  of  the  population. 

Projected  Ratio  of  Active  Workers  to  Medicare 
Beneficiaries 

1995 3.3  to  1 

2005 3.1  to  1 

2015 2.7  to  1 

2025 2.2  to  1 

2035 2.0  to  1 

Source:  Board  of  Trustees,  Federal  Hospital 
Insurance  Trust  Fund  1 995  Annual  Report. 


The  Law  Offices  of  Deborah  Steelman 
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II.       MEDICARE  PART  A 

A.  HI  Trustees'  Quotes 

B.  The  Medicare  Hospital  Insurance  Trust 
will  Draw  Down  a  $135  billion  surplus 
in  six  years 

C.  The  gap  between  Medicare's  cost  and 
income  will  grow  rapidly  beginning  in 
1996 

D.  Medicare's  negative  Cash  flow  begins 
in  1996  and  grows  exponentially 

E.  Spiraling  Medicare  Part  A  Costs  have 
forced  and  are  projected  to  force 
significant  increases  in  the  Medicare  HI 
payroll  tax 
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III.      MEDICARE  PART  B 

A.  SMI  Trustees'  Quotes 

B.  Despite  The  Original  50-50  Split 
Between  Beneficiaries  And  The 
Government,  The  Part  B  Subsidy  Is 
Growing  Rapidly 

C.  Increasing  Part  B  Costs  Require  Ever- 
Greater  Contributions  From  The 
General  Taxpayer 

D.  Rapid  Growth  In  Part  B  Program  Costs 
Result  In  Steep  increases  In  The 
Amount  Required  Of  Taxpayers  To 
Finance  The  Program 

E.  Rates  Of  Growth  For  Respective 
Elements  Of  Part  B 

F.  Rising  Medicare  Costs  Will  Require 
Beneficiaries  To  Pay  More  Out-Of- 
Pocket 
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Monthly  Part  B  Premium 


^ 
^ 


a. 


■S. 


e« 


3|qil3np3Q  V  UEj  [CTuirv 


244 

IV.       MEDICARE  DESIGN  FLAWS 

A.  An  Economically  Irrational  Structure: 
Beneficiary  Obligations 

B.  Medicare  Only  Covers  Limited 
Benefits. 

C.  Major  Differences  Between  Medicare 
And  Typical  Large  Employer  Plan, 
1994 

D.  Seventy-Five  Percent  Of  Beneficiaries 
Spend  Their  Own  Money  To  Purchase 
Supplemental  Insurance. 

E.  The  Average  Amount  That  Medicare 
Beneficiaries  Must  Spend  Out  Of  Their 
Own  Pockets  Has  Risen  Nearly  10% 
Per  Year  For  The  Last  20  Years 

F.  Rising  Medicare  Costs  Will  Require 
Beneficiaries  To  Pay  More  Out-Of- 
Pocket 
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V.  COMPARISONS  BETWEEN  MEDICARE 

AND  PRIVATE  SECTOR  HEALTH 
COVERAGE  AND  COSTS 

A.  Holding  The  Rate  Of  Increase  In 
Medicare  Spending  To  Private  Sector 
Health  Care  Inflation  Would  Result  In 
Significant  Savings 

B.  As  Managed  Care  Enrollment  Rose  By 
50%,  Health  Care  Inflation  Has 
Declined  By  Half 

C.  Survey  Data 

D.  Medicare  Does  Not  Use  Modem  Health 
Care  Delivery  Techniques 

E.  Is  It  Any  Surprise  That  Medicare  Costs 
Now  Increase  Over  7%  Per  Year, 
Compared  To  A  1.1%  Decrease  In  The 
Private  Sector 

F.  Consumer  Price  Index 

G.  Trends  In  HMO  Premiums,  1 992- 1 995 


Appendix 


252 


253 


QQ-AOO      nc       n 


254 


Co 

Co      ^ 


^ 


Co     O 


^ 

?^ 

^ 

c\) 

^ 

p- 

^ 

o 

o 

.7  per 

s^ 

^ 

^ 

^^Ni 

^ 

^ 

'^--( 

^ 

'^ 

CO 

^ 

<:> 

^ 

^ 

^ 

^ 

;k 

S^ 

^ 

^ 

o 

C3 

^ 

^ 

On 

-^ 

On 

^^ 

J^    ^    ^ 

5<    ^  ^ 

^      '^      ^ 

^  O  r? 
^  ^  P 
C3     bo    ^ 

^    ^    p^ 

I  ^-^ 

.^    >^    ^ 
^    ^     ^ 

bo 


255 


5 


^ 
^ 


e 


55 


256 


a 


•* 

^ 

1^ 

s 

Q 

D 

c 

Q( 

^ 

:;>^ 

». 

^ 

ft. 

o^ 

2» 

•* 

1 

§ 

1 

tv 

^ 

55 

§ 

s^ 

k 

o 

a. 

^ 

^ 

>l 

■«? 

e 

2. 

•5 

CJ 

e 

^ 

»> 

<r 

S 

§ 

c> 

««. 

^ 

^ 

^ 

Q 

!<i 

.,^ 

U 

^ 

^^ 

i' 

1 

<§: 

"S 

"«< 

,^ 

•^ 

Co 


257 


o 


^   • 


i< 


♦  if 


X 

0) 

^ 

■D 

c 

£ 

0) 

■ 

5 

o 

u. 

a 

Q. 

o 

^ 

£ 

0) 

E 

s 

3 

to 

1 

E 

c 

• 

o 

i 

O 

-   8* 


-  e« 


»s 

1" 

s 

17 

gs 

■ 

«>s 

o» 

8 

•  o 

§! 

1 

258 


LO 
CNJ 


(0 

E 

E 
o 

Q. 

o 


0) 

c 

0) 


LO 


CD 

< 

O) 

< 

cn 

I 

■^ 

o 

■^ 

O) 

05 

■^ 

■c 

o 

Q. 

CD 

OC 

CD 

O 

CM 

c 

CO 

(J> 

E 

m 

o 

t: 

CD 

Q. 

C\J 


O 


00 


CO 


C\J 


O 


C\J 


o 


259 

VI.         MEDICARE  AND  THE  FEDERAL 
BUDGET 

A.  What  Voters  Say  Is  The  Largest  Federal  Expense 
Today 

B.  How  The  Federal  Government  Actually  Spends 
Money 

C.  Entitlement  Spending  Consumes  2/3 rds  Of  The 
Federal  Budget 

D.  More  Than  75%  Of  Current  Entitlement 
Spending  Is  For  Retirement  And  Health 
Programs 

E.  Other  Than  Social  Security,  Medicare  Is  Our 
Largest  Entitlement  Program 

F.  Medicare  Is  Growing  Two-And-A-Half  Times 
As  Fast  As  Family  Support  Or  Domestic 
Discretionary  Spending 

G.  Efforts  To  Save  Medicare  Money  Through 
Reconciliation  Have  Done  Little  To  Slow  The 
Growth  In  The  Program 

H.         Large  Nominal  Savings  In  Medicare  Have  Done 
Little  To  Slow  Program  Growth 

I.  Mandatory  Spending  Has  Risen  From  Roughly 

30%  Of  The  Budget  In  1963  To  Nearly  Two- 
Thirds  Today  --  And  Will  Soon  Rise  To  72% 

J.  Composition  Of  Federal  Outlays,  1965-2005  (By 

Fiscal  Year) 

K.         More  And  More  Of  The  Federal  Budget  Is 
Devoted  To  Medicare  Payments 
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FIgur*  1. 

Composition  of  Federal  Outlays,  1965-2005  (By  fiscal  year) 


Pvrcvfite^^  w  OD^ 


ActlMl     I     PtOfVCtM 


Ml  Ottwr  Outlays 


Olhw  Msndstofy  Spending 


Social  Sveurtty 


IMS        1170       IfTf       1M0       IMS        1M0       IMS       2000       200S 


SOURCE:    Congressional  Budget  Offio*. 

NOTES:  Totalt  axchxta  depost  Insursnoa. 

Praiaclions  tfwmigti  1998  asaunw  oofnpSanea  wlOi  Iha  discwttenafy  cpantflng  caps  in  Iha  Balanced 
BudgatAoL  Di«Cfetiena»y  wiBayi  ate  atsumadtpiiaap  pace  wBMnflatlen  after  the  caps  axpita  In  1998. 
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I.  Appendix:  Medicare  Spending 
Patterns 

II.  Appendix:  Medicare  Part  A 

III.  Appendix:  Medicare  Design 
Flaws 

IV.  Appendix:  Comparisons 
Between  Medicare  And  Private 
Sector  Health  Coverage  And 
Costs 
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Appendix:   Medicare  Spending  Patterns 

1.  Annual  And  Lifetime  Medicare  Benefits 

2.  Lifetime  Medicare  Benefits,  Taxes  Premiums,  And 
Transfers 

3.  Medicare  Spending  Per  Person 

4.  Rising  Medicare  Costs  Require  Beneficiaries  To 
Spend  More  And  More  .  . . 

5.  Medicare  Covered  Benefits 

6.  Medicare  Deductibles  And  Coinsurance,  1995 

7.  Eligibility 

8.  Medicare  Enrollment,  December  31,  1994 

9.  Financing  Medicare's  Benefits 

10.  Large  Nominal  Savings  In  Medicare  Have  Done 
Little  To  Slow  Program  Growth 

1 1 .  Medicare  Savings  Estimates,  1981-1 993 

12.  Average  Annual  Growth  Rate  Of  Real  Per  Capita 
Medicare  And  Personal  Health  Care  Spending,  1 970- 
1993 
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Table  1 :  Annual  and  Lifetime  Medicare  Benefits 

(In  Thousands  of  Constant  1993  Dollars) 


!  Year 
;  Cohort 
,  turns 
:     65 

Avg.  annual 
Medicare 

benefit  per 
enroilee 

Actuarial  present 

value  at  age  65  of 

lifetime  Medicare 

benefits  for  a  couple 

1970 

1.4 

66.3 

1980 

2.3 

114.8 

1990 

3.7 

186.1 

1995 

1 

! 

4.8 

231.6 

;   2000 

6.4 

278.6 

'   2010 

9.9 

355.7 

2020 

11.5 

428 

2030 

13.2 

497.1 

SOURCE:   GENE  STEOERLE,  THE  URBAN  INSTITUTE 
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Medicare  Part  B  Per  Capita  Benefits  Increase  10 
Percent  per  Year 


S5,000 


$4,500 


$4,000 


$3,500 


$4,515 


$3,000 


$2,500 
$2,000 
$1,500 
$1,000 
$500 
$0 


$671 


$1,669 


1984 


1994 


2004 


I  Per  Capita  Benefits  under  Part  B  | 


The  Lmv  Offices  of  Deborah  Steelman 
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Medicare  Covered  Benefits 


PART  A  ~  Hospital  Insurance  (HI) 

•  Inpatient  hospital  care 

•  Short  term  skilled  nursing  facility  care 

•  Home  health 

•  Hospice 

PART  B  -  Supplementary  Medical  Insurance  (SMI) 

Physician  services 
Diagnostic  X-ray  and  lab  tests 
Ambulatory  surgical  services 
Outpatient  hospital  services 
Physical  therapy 
Durable  medical  equipment 
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Medicare  Deductibles  and 
Coinsurance,  1995 


PART  A 


•  Inpatient  hospital  care: 

-Deductible  $7 16/spell  of  illness 

•  -61st  through  90th 

day  coinsurance  $179/day 

•  -60  Lifetime  reserve  days      $358/day 

•  Skilled  nursing  facility  care: 

-21st  through  100th  day        $89.50/day 

•  Home  health: 
-None. 

•  Hospice: 

-Limited  cost  sharing  for  outpatient  drugs  and 
respite. 

PART  B  (for  most  covered  services) 

•  Deductible:        $100/year 

•  Coinsurance:      20%     of    Medicare's     approved     total 

payment  for  services. 
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Eligibility 

Part  A: 

1 .  Age  65  or  older  and~ 

" Fully  insured"  for  Social  Security  or  receiving  railroad 
retirement 

or 

Pay  monthly  premium  ($261  in  1995) 

2.  Disabled    and    receiving    Social    Security    or    railroad 
retirement  disability  benefits  for  24  months 

3.  Diagnosed  with  end  stage  renal  disease  (ESRD)  and  fully 
insured  (or  spouse  or  dependent  of  insured  individual) 

Part  B: 

Voluntary  for  any  Part  A  enrollee  and  for  non-enrollees  age 
65  or  older 


TABLE  1.   Medicare  Enrollment,  December  31,  1994 

(in  millions) 


Part  A 

PartB 

Parts  A 
and/or  B 

Aged 

33.2 

32.2 

33.6 

Disabled 

(including 

ESRD) 

4.1 

3.7 

4.1 

Total 

37.3 

35.9 

37.7 

Source:   Health  Care  Financing  Administration 
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Financing  Medicare's  Benefits 

PART  A 

•  1.45%    payroll    tax    for    employees    and    1.45%    for 
employers,  all  earnings. 

•  2.9%  payroll  tax  for  self-employed. 
PART  B 

•  Monthly  premiums  of  $46.10  for  1995  (cover  29%  of 
program  cost,  drop  to  25%  of  program  costs  for  1996-98) 

•  General      revenues      from      U.S.      Treasury      (cover 
approximately  75%  of  program  costs  in  1996-98) 
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TABLE  2.   Medicare  Savings  Estimates,  1981  -  1993 
(CBO  Estimates  Made  at  the  Time  of  Enactment) 

Omnibus  Budget  Reconciliation  Act  of  1981: 

Spending  ReducUons:  $4.3  billion  (FY  1982  -  FY  1984) 

Tax  Equity  and  Fiscal  Responsibility  Act  of  1982: 
Spending  ReducUons:  $23.1  billion  (FY  1983  -  FY  1987) 

Social  Security  Amendments  of  1983 

Spending  Reductions:  $0.2  billion  (FY  1983  -  FY  1988) 

Revenue  Increases:  $11.5  billion  (FY  1983  -  FY  1988) 

Deficit  Reduction  Act  of  1984 

Spending  Reductions:  $6.1  billion  (FY  1984  -  FY  1987) 

Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985 
Spending  Reductions:  $12.6  billion  (FY  1986  -  FY  1991) 

Omnibus  Budget  Reconciliation  Act  of  1986 

Spending  Reductions:  $1.0  billion  (FY  1987  -  FY  1989) 

Omnibus  Budget  Reconciliation  Act  of  1987 
Spending  Reductions:  $9.8  billion  (FY  1988  -  FY  1990) 

Omnibus  Budget  Reconciliation  Act  of  1989 
Spending  Reductions:  $10.9  billion  (FY  1990  -  FY  1994) 

Omnibus  Budget  Reconciliation  Act  of  1990 
Spending  Reductions:  $43.1  billion  (FY  1991  -  FY  1995) 
Revenue  Increases:  $26.9  billion  (FY  1991  -  FY  1995) 

Omnibus  Budget  Reconciliation  Act  of  1993 

Spending  Reductions:  $55.8  billion  (FY  1994  -  FY  1998) 
Revenue  Increases:  $53.8  billion  (FY  1994  -  FY  1998) 

NOTE:  Savings  relative  to  baseline  at  time  of  enactment.   Figures  should  not 
be  summed. 

Source:  Ways  and  Means  Green  Book,  1988, 1989,  1991;  CBO  memo,  August 
1993. 
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Appendix:  Medicare  Part  A 

1.  Medicare's  Trust  Fund  Deficit  Accelerates 
After  2000 

2.  Annual  Deficits  Of  The  HI  Trust  Fund 

3.  Income  And  Cost  Of  The  HI  Program 

4.  Estimated  HI  Costs  And  Income  Rates  As 
Percent  Of  Taxable  Payroll 

5.  HI  Trust  Fund  Balance,  End-Of-Year 

6.  Payroll  Tax  Rates  Have  Grown  Dramatically, 
From  2%  To  More  Than  15%,  While  Wage 
Base  Grown  From  $3,000  To  More  Than 
$60,000 

7.  The  Burden  Of  Financing  The  Part  A  Trust 
Fund  Will  Fall  On  A  Smaller  And  Smaller 
Percentage  Of  The  Population 
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The  burden  of  financing  the  Part  A  Trust 
Fund  will  fall  on  smaller  and  smaller 
percentage  of  the  population. 

Projected  Ratio  of  Active  Workers  to  Medicare 
Beneficiaries 

1995 3.3  to  1 

2005 3.1  to  1 

2015 2.7  to  1 

2025 2.2  to  1 

2035 2.0  to  1 

Source:  Board  of  Trustees,  Federal  Hospital 
Insurance  Trust  Fund  1 995  Annual  Report. 


Appendix:  Medicare  Design  Flaws 

1.  Medicare  Physician  Payment  Policy: 
Supplemental  Insurance 

2.  Medicare  Physician  Payment  Policy:  Private 
Supplemental  Insurance 

3.  Medicare  Physician  Payment  Policy:  Medicaid 
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MEDICARE  PHYSICIAN  PAYMENT  POLICY 

backgroun: 

Supplemental  Insuranc 


SUPPLEMENTAL  INSURANCE 

89%  of  beneficiaries  (not  enrolled  in  HMOs)  have  supplemental  insurance,  including 
private  policies  and  Medicaid 


SUPPLEMENTAL  HEALTH  INSURANCE  FOR  MEDICARE  ELDERLY,  1991 


Individual  Purchase  and  Employef-Sponsorod 
7  0.0% 


SOURCE:  Health  Care  Financing  Administration,  Office  of  the  Actuary:  Data  from  the  Medicare  Current 
Beneficiary  Survey,  Round  1. 
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MEDICARE  PHYSICIAN  PAYMENT  POLICY 


""■"•'""«"-^"""' "■ """" ■"■^«>»MJ^.IU.,l»UHIII»l       IIIIIIIIWLMU.ill,  .   m^ 


BACKGROUND 
Supplemental  Insurance 


PRIVATE  SUPPLEMENTAL  INSURANCE 

•  Medigap  policies 

•  cover  Medicare  deductibles  and  coin'"urance  and  may  pay  for  specific  services 
not  covered  by  Medicare 

•  include  1 0  standardized  plans:  a  core  benefit  package  and  9  others  offering  core 
package  plus  combinations  of  additional  benefits 

•  Medicare  SELECT 

•  available  in  15  states  on  demonstration  basis,  authority  expires  in  mid- 1995 

•  similar  to  preferred  provider  organization,  wherein  beneficiaries  pay  small  or  no 
copayments  if  they  seek  care  through  designated  health  professionals  and 
facilities 

•  premiums  generally  15-20%  lower  than  Medigap  premiums 


ftiEDICARE  PHYSICIAN  PAYMENT  POLICY 

BACKGROUND; 
Supplemental  Insurance 


MEDICAID 


For  beneficiaries  who  are  fully  eligible  for  a  state's  Medicaid  program,  Medicare 
coverage  is  supplemented  by  health  care  services  that  are  available  under  the  state 
program 

Depending  on  eligibility  requirements,  Medicaid  may  pay  all  or  part  of  the  premiums 
and  cost  sharing  (deductibles  and  coinsurance)  expenses  for  both  Medicare  Part  A  and 
PartB 

Medicaid  assists  certain  other  Medicare  beneficiaries  that  apply  for  help: 

•  qualified  Medicare  beneficiaries  (QMBs)  whose  resources  are  at  or  below  the 
standard  allowed  under  the  Supplemental  Security  Income  program  and  incomes 
are  below  the  federal  poverty  level 

•  Medicaid  pays  all  the  premiums  and  cost  sharing  for  Part  A  and  Part  B 

•  specified  low-income  Medicare  beneficiaries  (SLMBs)  who  are  like  QMBs,  but 
with  slightly  higher  incomes  (less  than  120%  of  the  federal  poverty  level) 

•  Medicaid  pays  only  the  Part  B  premium 
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Appendix:  COMPARISONS  BETWEEN 
MEDICARE  AND  PRIVATE  SECTOR 
HEALTH  COVERAGE  AND  COSTS 

1.  Medicare  Physician  Payment  Policy:  Types  Of 
Medicare  HMO  Contracts 

2.  Medicare  Physician  Payment  Policy:  Trends  In 
HMO  Contracts  And  Enrollment  --  1994 

3.  Medicare  Physician  Payment  Policy  Distribution  Of 
1993  HMO  Medicare  Enrollees 

4.  Medicare  Physician  Payment  Policy:  Problems  With 
The  Medicare  Risk  Program 

5.  Medicare  Physician  Payment  Policy:  Contribution 
Of  Payment  Policy  To  Risk  Program  Problems 

6.  Medicare  Physician  Payment  Policy:  Approaches  To 
Improve  Medicare  HMO  Payment  Policy 

7.  Regional  HMO  Penetration  Rate,  Year-End  1993 

8.  Medicare  HMO  Members  Are  More  Satisfied  With 
Their  Coverage  Than  Medicare  Fee-Or-Service 
Beneficiaries,  For  All  Levels  Of  Health  Status 

9.  HMO  Enrollees  Are  Diagnosed  At  Earlier  Stages 
Than  Fee-For-Service  Enrollees 

10.  Estimated  Medicare  Managed  Care  Savings 

1 1 .  HMO  Elderly  Members  With  Chronic  Health 
Conditions  Look  Similar  To  FFS  Members 
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MEDICARE  HMO  CONTRACT; 
Types  of  HMO  ContracI 


TYPES  OF  MEDICARE  HMO  CONTRACTS 
Risk  contracts 

•  Capitation  payment  for  both  Parts  A  and  B,  or  just  Part  B  for  beneficiaries 
with  only  Part  B  benefits 

•  Goals  of  1982  TEFRA  provision  creating  risk  contracts: 

•  Expand  HMO  options  for  Medicare  beneficiaries 

•  Contain  rising  Medicare  costs 

•  HMO  capitation  payment  under  risk  contracts: 

•  Set  at  95%  of  average  per  capita  Medicare  fee-for-service  costs  in 
county  (referred  to  as  the  average  adjusted  per  capita  cost  —  AAPCC) 

•  Adjusted  for  costs  due  to  HMO  enrollee  mix,  based  on  sex,  age, 
disability,  welfare  status,  and  institutional  status 

•  Cost  contracts 

•  Predate  risk  contracts 

•  Two  types: 

•  Cost  reimbursement:    offers  both  Parts  A  and  B 
Health  care  prepayment  plan:    offers  only  Part  B 


295 

MEDICARE  PHYSICIAN  PAYMENT  POLICY 
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MEDICARE  HMO  CONTRACTS: 
Enrollment  Trends 


TRENDS  IN  HMO  CONTRACTS  AND  ENROLLMENT:    1994 

•  About  9%  of  Medicare  beneficiaries  in  HMOs;  63%  growth  in  4  years 

•  Risk  contracting  mc  re  common  than  cost  contracting 

•  Nearly  twice  as  many  HMOs  with  risk  contracts  by  1994 

Three  times  as  many  beneficiaries  under  risk  contracts 

•  Risk  contracting  growing  faster  than  cost  contracting 


Enrollment, 
December  of 

Growth  rate 
1990-1994 

1990 

1994 

Number  of  HMOs 

Total 

158 

239 

51.3% 

Risk  contracts 

85 

154 

81.2 

Cost  contracts 

73 

85 

16.4 

Enrollment  rate  (%  beneficiaries) 

Total 

5.4 

8.8 



63.0% 

Risk  contracts 

3.3 

6.6 

100.0 

Cost  contracts 

2.1 

2.2 

- 
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MEDICARE  PHYSICIAN  PAYMENT  POLICY 


MEDICARE  HMO  CONTRACTS; 
Enrollment  Patterns 


DISTRIBUTION  OF  1993  HMO  MEDICARE  ENROLLEES 

•  1 5%  of  beneficiaries  in  central  counties  of  metropolitan  areas  were  enrolled  in  an 
HMO 

•  2%  of  rural  beneficiaries  were  in  HMOs 

•  States  with  highest  enrollment  rates  (above  20%)  include  Arizona,  California, 
Oregon,  and  Nevada. 


Eru-ollment  Rates 
(%  beneficiaries  in 
HMOs) 

Percentage  of  HMO 
enrollees 

Risk 
contracts 

Cost 
contracts 

Risk 
contracts 

Cost 
contracts 

Urban  Areas 

Central  counties 

11.9% 

2.9% 

62% 

35% 

Other  counties 

3.4 

2.0 

36 

49 

Rural  Areas 

0.4 

1.4 

2 

16 

Total 

4.8 

2.2 

100 

100 
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MEDICARE  PHYSICIAN  PAYMENT  POLICY 


M>raMMiMM«««>wMm>MiMBMMii<MrtiM«iaKMit*iittiititiiriTT«^  -'"" 

MEDICARE  HMO  CONTRACTS 
Problems 


PROBLEMS  WITH  THE  MEDICARE  RISK  PROGRAM 

•  Limited  HMO  participation,  with  about  60  percent  of  beneficiaries  having  access  to 
HMOs,  aln.ost  all  in  urban  areas 

•  Low  enrollment  rates  among  beneficiaries  who  have  access  to  HMOs 

•  Higher  costs  for  HMO  enrollees  than  their  fee-for-service  costs  would  have  been: 

•  Favorable  selection:    beneficiaries  with  lower  average  costs  of  care  are  more 
likely  to  enroll  in  HMOs 

•  Higher  enrollment  rates  in  counties  that  have  higher  HMO  payment  rates 


MEDICARE  PHYSICIAN  PAYMENT  POLICY 

MEDICARE  HMO  CONTRACTS 
Link  Between  Problems  and  Polic 


CONTRIBUTION  OF  PAYMENT  POLICY  TO  RISK  PROGRAM  PROBLEMS 

♦  Wide  geographic  variation  in  HMO  payment  rates  due  to  local  variations  in  fee-for- 
service  use  patterns 

•  Instability  of  payment  rates  over  time  for  individual  counties,  particularly  those  with 
small  Medicare  populations 

Inadequate  risk  adjustment  methods 

Unrestricted  HMO  movement  between  risk  and  cost  contracts,  contributing  to 
favorable  selection  for  risk  contracting  HMOs 
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MEDICARE  HMO  CONTRACTS 
Policy  Option: 


APPROACHES  TO  IMPROVE  MEDICARE  HMO  PAYMENT  POLICY 

•  Revision  of  capitation  payment  rates: 

•  Competitive  bidding  to  establish  capitation  rates  -  applicability  limited  to 
competitive  HMO  markets 

•  Improvements  to  current  county-level  payment  rates  -  establishment  of  per 
capita  cost  measure  for  multi-county  areas,  refinement  of  type  of  geographic 
adjustments 

•  Partial  capitation: 

•  Payment  based  partly  on  capitation  and  partly  on  fee-for-service  payments  for 
health  care  services  provided 

A  way  to  adjust  payments  for  risk  selection  based  on  current  HMO  experience 

•  Feasibility  imcertain  due  to  data  requirements  for  HMOs 

•  Elimination  of  HMO  cost  contracts  in  markets  where  risk  contract  payment  methods 
are  improved 
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Chairman  Domenici.  The  hght  is  on  so  we  have  got  about  12 
minutes. 
Mr.  King,  will  you  go  next,  please? 

STATEMENT  OF  GUY  KING,  FORMER  CHIEF  ACTUARY,  HEALTH 
CARE  FINANCING  ADMINISTRATION 

Mr.  King.  Let  me  see  if  I  can  submit  my  full  statement  for  the 
record  and  give  a  brief  summary. 

We  all  have  discuss  the  date  of  bankruptcy  of  the  HI  Trust  Fund. 
We  all  know  that  it  is  2002.  But  that  is  really  just  the  tip  of  the 
iceberg.  If  nothing  is  done  to  control  the  cost  of  the  program  then 
the  tax  rate  to  support  it  will  need  to  double  by  2025  and  it  will 
have  to  triple  by  2065.  To  place  income  and  expenditures  in  bal- 
ance, even  over  the  next  25  years,  requires  an  immediate  44  per- 
cent increase  in  the  HI  tax,  or  else  a  30  percent  reduction  in  ex- 
penditures immediately. 

Let  us  not  forget  about  SMI.  That  is  what  Debbie  said.  Right 
now  it  is  not  in  danger  because  it  is  funded  differently  than  the  HI 
Program.  But  as  a  percent  of  GDP,  which  I  think  is  the  appropriate 
way  to  look  at  SMI,  it  will  triple,  more  than  triple  by  the  year 
2020,  and  more  than  quadruple  by  the  middle  of  the  next  century. 
So  it  is  in  a  long  term  state  of  crisis  also. 

I  might  emphasize  that  these  are  not  just  the  result  of  pessimis- 
tic projections  on  growth  in  health  care  costs.  They  are  probably 
optimistic  projections  and  the  Chief  Actuary  of  HCFA  said  that. 

Some  general  observations  on  the  solutions  to  the  problem.  I 
think  what  we  need  to  do  is  address  the  two  basic  issues  that  will 
actually  change  the  incentives  in  the  program.  The  two  issues  are 
third-party  payment  and  fee-for-service  medicine.  Those  two  are 
working  in  combination  to  produce  these  big  rates  of  increase  in 
both  the  HI  and  the  SMI  Programs.  By  addressing  one  or  the  other 
of  them,  that  is  true  reform.  Just  cutting  payments  to  providers  is 
not  true  reform  and  it  will  not  get  the  rate  of  growth  in  the  pro- 
grams under  control. 

I  think  that  the  Medicare  Program  needs  to  be  addressed  sepa- 
rately. Part  of  the  reason  why  the  medicare  program's  growth  rate 
is  out  of  control  now  is  because  the  private  sector  is  reforming  itself 
and  the  Medicare  Program  is  staying  the  same  way  it  was  in  1965. 
So  the  Medicare  Program  really  needs  to  be  addressed  just  in  order 
to  bring  it  up  to  the  point  where  the  private  sector  is  now. 

I  think  that  is  probably  my  3  minutes,  so  I  will  stop  there. 

[The  prepared  statement  of  Mr.  King  follows:] 
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Prepared  Statement  of  Guy  King,  Former  Chief  Actuary  for  HCFA 

Mr.  Chairman,  my  name  is  Guy  King.  I  am  a  Consulting  Actuary  with 
the  firm  of  Ernst  &  Young.  I  was  the  Chief  Actuary  for  the  Health 
Care  Financing  Administration  from  1978  to  1994.  During  my  time  as 
Chief  Actuary,  the  expenditures  for  both  the  HI  and  SMI  programs 
grew  at  rates  that  are  unsustainable  in  the  long  run,  and  they 
continue  to  grow  at  those  unsustainable  rates  today  and  into  the 
foreseeable  future . 

Hospital  Insurance  (HI)  Trust  Fund 

The  expenditures  of  the  Hospital  Insurance  Trust  Fund  (Part  A  of 
Medicare)  increased  from  $17.7  billion  in  1978  to  $107.2  billion 
in  1994.  This  is  an  average  rate  of  increase  of  about  12  percent 
per  year.  In  1978,  the  Annual  Report  of  the  Board  of  Trustees 
projected  that  the  HI  trust  fund  would  be  bankrupt  by  1990. 
Because  of  some  minor  price  reduction  changes  in  the  program  which 
have  been  legislated  over  the  years,  the  date  of  bankruptcy  has 
been  pushed  back  by  a  few  years,  so  that  the  1995  Trustees  Report 
projects  that  the  HI  fund  will  be  bankrupt  by  2002.  Thus,  during 
my  15  years  as  Chief  Actuary,  virtually  nothing  was  done  as  the 
problem  grew  and  the  HI  program  moved  closer  to  the  bankruptcy. 
The  impending  bankruptcy  of  the  fund  is  just  the  tip  of  the 
iceberg,  though.  The  hole  is  just  going  to  continue  to  continue  to 
get  deeper  for  many  years,  and  the  pace  of  decline  is  going  to 
accelerate.  The  tax  rate  necessary  to  support  the  current  program 
will  have  tripled  by  the  year  2065.  Even  by  the  year  2025  the  tax 
rate  necessary  to  support  the  cost  of  the  program  will  have  more 
than  doubled. 

I  know  that  some  people  view  these  projections  as  a  red  herring. 
I  have  often  heard  it  suggested  that  we  should  just  wait  awhile  to 
see  if  these  problems  really  begin  to  materialize.  That  is 
apparently  what  lawmakers  were  thinking  when  they  heard  the  same 
projections  back  in  the  mid-1970' s.  The  financial  problems  of  the 
HI  program  aren't  just  the  result  of  some  extremely  pessimistic 
assumptions  about  the  growth  of  health  care  costs.  The  assumptions 
regarding  the  rate  of  growth  in  health  care  costs  and  the  growth  in 
income  to  support  the  program  are  really  very  optimistic.  These 
projections  are  being  driven  now  by  the  coming  demographic  shift. 
The  Baby  Boomers  who  will  retire  and  begin  drawing  benefits 
starting  in  2010  are  all  alive  today.  As  the  Post  World  War  II 
Baby  Boom  begins  to  reach  age  65,  the  growth  in  the  number  of 
workers  paying  taxes  is  going  to  decline,  and  at  the  same  time  the 
growth  in  the  number  of  people  eligible  for  Medicare  benefits  is 
going  to  increase.  Currently,  about  four  taxpayers  support  each  HI 
beneficiary.  By  the  middle  of  the  next  century,  when  all  of  the 
baby  boom  will  have  retired,  there  will  only  be  two  covered  workers 
supporting  each  HI  beneficiary,  so  this  problem  is  very  real  and 
very  predictable. 

The  problem  is  so  large  that  there  isn't  any  painless  way  at  this 
point  to  solve  the  problem.  To  place  income  and  expenditures  in 
balance  even  over  the  next  25  years,  which  is  the  easy  part,  is 
going  to  require  either  an  immediate  30  percent  reduction  in 
expenditures  or  an  immediate  44  percent  increase  in  the  HI  tax 
rate,  or  some  combination  of  both.  And  even  then,  the  financial 
problems  beyond  25  years  would  still  remain  unsolved. 

Some  have  suggested  that  the  apparent  recent  slowdown  in  the  rate 
of  growth  in  health  care  costs  and  the  recent  favorable  experience 
in  the  Medicare  program  may  be  enough  to  save  the  government  from 
having  to  make  these  decisions.  That  isn't  going  to  happen. 
During  my  twenty  years  as  a  government  actuary  I  observed  that, 
when  there  was  a  threat  of  government  action,  health  care  costs 
always  behaved  very  well.    This  occurred  with  the  wage-price 


306 

controls  of  the  early  1970' s,  the  threat  of  hospital  cost 
containment  legislation  during  the  late  1970' s,  and  during  the 
discussions  of  health  care  reform  in  1993  and  1994.  Once  the 
perceived  threat  is  past,  the  rate  of  increase  in  expenditures  once 
again  accelerates. 

In  deciding  how  and  when  to  take  action  to  make  the  HI  Program 
solvent,  one  of  the  difficult  questions  that  needs  to  be  addressed 
is  the  issue  of  generational  equity.  Generational  equity  can  be 
measured  by  comparing  each  generations'  contributions  to  the 
program  with  the  benefits  they  receive  from  the  program.  We 
measured  generational  equity  under  four  combinations  of  the 
following  policy  options:  1)  act  immediately  or  delay  action  and 
2)  increase  taxes  or  reduce  benefits.  Our  studies  show  that  the 
solutions  resulting  in  the  greatest  generational  equity  involve 
taking  immediate  action  rather  than  delaying  action  and  reducing 
the  growth  in  benefits  rather  than  increasing  taxes.  The  table 
below  shows  the  impact  of  various  policy  options  on  generational 
equity  for  persons  retiring  in  1994,  2014,  and  2034. 

Ratio  of  Benefits  to  Contributions 

Person  Retiring  in: 
Proposed  Chanae  in  Financing       1994       2014       2034 

1.  Do  nothing  until  trust  fund        5.19      2.93       2.17 
depleted,  then  increase  taxes. 

2.  Do  nothing  until  trust  fund        3.25       1.31       1.14 
depleted,  then  reduce  benefits. 

3.  Reduce  benefits  immediately.        2.10       1.36        1.54 

4.  Increase  taxes  immediately.         5.19      2.20       1.68 

5.  Reduce  benefits  immediately,        2.10       1.61       1.94 
then  index  tax  rates . 

6.  No  changes  (hypothetical)  5.19      3.45       3.90 

Supplementary  Medical  Insurance  (SMI)  Trust  Fxind 

Because  of  the  way  it  is  financed,  through  a  combination  of  premium 
payments  by  individuals  and  debt  financing  by  the  Federal 
Government,  the  SMI  program  is  not  in  immediate  danger  of 
insolvency.  However,  the  growth  rate  in  the  cost  of  the  program  is 
so  rapid  that  it  is  not  sustainable  in  the  long  run.  During  my 
time  as  Chief  Actuary  the  outlays  for  the  Supplementary  Medical 
Insurance  Trust  Fund  (Part  B  of  Medicare)  increase  from  $7.8 
billion  in  1978  to  $61.8  billion  in  1994.  This  is  an  average  rate 
of  increase  of  about  14  percent  per  year.  During  that  same  16  year 
period,  benefits  paid  by  the  SMI  Trust  Fund  increased  from  .32 
percent  of  the  U.S.  Gross  Domestic  Product  (GDP)  to  .93  percent  of 
GDP.  This  occurred  despite  the  fact  that  some  of  the  costs  of  the 
program  (such  as  for  most  home  health  benefits)  were  shifted  to  the 
HI  program.  Even  during  the  last  five  years,  which  have  been 
relatively  favorable,  expenditures  by  the  program  have  increased  53 
percent  in  the  aggregate  and  40  percent  per  enrollee.  According  to 
the  1995  SMI  Trustees  report,  SMI  expenditures  will  be  3.18  percent 
of  GDP  by  2020  when  the  Post  World  War  II  Baby  Boom  has  begun  to 
reach  age  65  and  will  be  3.97  percent  of  GDP  by  the  middle  of  the 
next  century  when  the  Baby  Boom  will  have  been  fully  retired.   As 
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with  the  HI  Program,  these  projections  are  being  driven  now  by  the 
coming  demographic  shift  and  the  Baby  Boom  rather  than  pessimistic 
health  care  cost  projections. 

If  some  adjustments  had  been  made  to  the  SMI  program  years  ago, 
this  problem  would  never  have  developed  to  the  size  it  is  today. 
For  example,  if  the  SMI  deductible  had  been  indexed  to  increases  in 
per  capita  program  costs,  and  steps  had  been  taken  to  ensure  that 
Medicare  supplemental  plans  did  not  neutralize  the  cost-saving 
features  of  the  SMI  deductible,  then  the  outlays  of  the  SMI  program 
would  be  more  than  25  percent  lower  than  they  are  today.  This 
would  have  allowed  maintaining  the  SMI  premium  at  $4.00  instead  of 
the  $46.10  it  is  today.  At  the  same  time,  the  government 
contribution  to  the  program  could  have  been  nearly  $5  billion  less 
than  it  is  today. 

The  outlays  of  the  SMI  program  are  excessive  today  due  to  two 
design  features  of  the  program  which  interact  with  each  other  to 
result  in  significant  waste  and  abuse.  These  are  the  same  two 
factors  that  are  driving  up  health  care  costs  for  private  sector 
health  care  plans. 

The  first  factor  is  third  party  payment.  When  patients  and 
providers  are  spending  other  peoples  money,  they  don't  concern 
themselves  with  either  the  price  or  the  quantity  of  services 
provided.  Today,  even  the  very  modest  cost  sharing  provisions  of 
the  original  SMI  Program  have  been  eroded  because  they  were  not 
indexed  to  keep  up  with  costs  and  because  health  care  is,  in 
effect,  free  for  the  80  percent  of  SMI  enrollees  who  buy  Medicare 
supplemental  policies  or  are  eligible  for  Medicaid.  Research 
conducted  by  HCFA's  Office  of  the  Actuary  on  the  Medicare  Current 
Beneficiary  Survey  found  that,  even  when  controlled  for  self- 
reported  health  status.  Medicare  beneficiaries  who  did  not  have 
Medigap  plans,  and  who  thus  were  subjected  just  to  the  (severely 
eroded)  cost  sharing  provisions  which  exist  in  the  Medicare  program 
today,  have  significantly  lower  overall  health  expenditures. 
Moreover,  an  important  research  paper  which  will  be  published  in 
Health  Affairs,  coauthored  by  Mark  Freeland,  Ph.D.  and  Al  Pedon, 
Ph.D.,  shows  that  the  acceleration  in  the  rate  of  growth  in  health 
care  expenditures  in  the  United  States  has  been  highly  correlated 
with  the  shift  toward  third  party  payments.  Their  research  shows 
roughly  that  every  ten  percentage  point  shift  from  out-of-pocket 
payments  to  third  party  payments  results  in  an  increase  in  the  rate 
of  growth  of  health  care  costs  of  about  two  percent,  and  this 
accelerated  rate  of  growth  persists  for  about  ten  years.  In  my 
opinion,  this  is  the  most  important  research  conducted  yet  on 
health  care  costs  because  it  explains  the  reason  for  the  rapid 
growth  in  health  care  costs  in  the  United  States. 

The  second  factor  contributing  to  rapid  growth  in  health  care  costs 
is  fee-f or-service  medicine.  This  factor  interacts  with  third 
party  payments  to  allow  for  unlimited  increases  in  the  volume  and 
intensity  of  services  provided  to  patients,  without  regard  for  the 
efficacy  or  cost  effectiveness  of  those  services.  During  the 
entire  history  of  the  SMI  Program,  most  of  the  increase  in  per- 
capita  costs  have  arisen  from  increases  in  the  volume  and  intensity 
of  services  rather  than  price  increases.  During  the  ten  year 
period  ending  in  1992,  over  three  fourths  of  the  increases  in 
payments  to  physicians  arose  from  volume  and  intensity  increases. 

The  cost  of    health  care  can  theoretically  be  controlled  by 

removing  either  of  the  two  offending  factors third  party  payments 

or  fee-f or-service  medicine.  Increasing  coinsurance  and 
deductibles  is  an  example  of  dealing  with  the  third  party  payment 
factor;  introducing  capitated  services,  as  in  the  TEFRA  Medicare 
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Risk  Program,  is  an  example  of  dealing  with  the  f ee-f or-service 
factor. 

The  problem  that  I  have  observed  with  the  second  approach  is  that 
the  TEFRA  risk  sharing  program  is  structured  in  such  a  way  that, 
even  if  there  were  no  risk  segmentation,  and  with  a  10  percent 
capitated  penetration  rate  the  most  that  could  have  been  saved 
would  have  been  1/2  of  one  percent.  However,  because  of  risk 
segmentation,  the  TEFRA  risk  program  has  increased  expenditures  of 
the  Medicare  Program  rather  than  reducing  them. 

If  the  costs  of  the  Medicare  Program  were  going  to  be  controlled  by 
using  managed  care,  then  the  structure  of  the  program  would  have  to 
be  changed  so  that  savings  accrue  to  Medicare.  This  would  have  to 
be  done  in  a  way  that  didn't  discourage  managed  care  plans  from 
participation  in  the  program.  Because  of  the  extreme  difficulty  of 
balancing  these  conflicting  goals,  managed  care  alone  cannot  be 
relied  upon  to  control  costs  in  the  Medicare  program. 

This  concludes  my  formal  remarks  and  I'll  be  pleased  to  answer  any 
questions  you  may  have. 

Roland  E.  (Guy)  King 
Ernst  &  Young  LLP 
1225  Connecticut  Ave.,  NW 
Washington,  D.C.  20036 
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Chairman  DOMENICI,  Do  you  have  an  estimate  of  how  much 
would  be  saved  if  you  make  the  system  modem  instead  of  a  30- 
year-old  system;  do  with  that  system  what  is  happening  in  the  rest 
of  America? 

Mr.  King.  Of  course  it  depends  on  how  you  do  it,  but  if  you  were 
to  save  money  in  the  Medicare  Program  the  way  it  has  been  done 
in  the  past  then  it  would  require  $300  billion  over  the  next  7  years 
in  order  to  place  the  program  in  balance. 

Chairman  DOMENICI.  Let  us  have  Ms.  Davis  next,  please. 

STATEMENT  OF  KAREN  DAVIS,  PRESIDENT,  COMMONWEALTH 

FUND 

Ms.  Davis.  Thank  you,  Mr.  Chairman.  It  is  a  great  opportunity 
to  testify  on  the  fiscal  solvency  of  the  Medicare  Program  because 
this  is  the  30th  anniversary  of  medicare  and  I  think  it  is  important 
to  remember  why  this  program  was  established.  It  was  established 
to  provide  financial  security  to  the  Nation's  elderly,  and  then  in 
1972,  disabled  population.  It  has  brought  health  and  economic  se- 
curity to  older  Americans  who  were  dropped  from  private  health  in- 
surance coverage  before  medicare  was  enacted  in  1965. 

I  will  submit  my  statement  for  the  record.  I  would  like  to  just 
point  out  a  few  things  that  are  contained  in  the  charts  at  the  back 
of  the  statement.  I  think  the  first  point  to  remember  is  that  medi- 
care beneficiaries  are  low  income.  Only  3  percent  of  medicare  out- 
lays go  to  people  with  incomes  over  $50,000;  three-quarters  of  med- 
icare beneficiaries  have  incomes  under  $25,000.  Medicare  alone  is 
not  enough.  Seniors  need  something  to  go  with  medicare.  Only  half 
of  seniors  with  incomes  below  $5,000  have  medicaid  to  go  with 
medicare  to  pick  up  their  premiums  and  deductibles.  It  is  the  low 
income  people  who  are  besiring  a  lot  of  costs  out-of-pocket. 

The  next  point  I  think  that  is  really  important  to  keep  in  mind 
is  that  medicare's  expenditures  are  very  skewed;  10  percent  of  the 
people  account  for  70  percent  of  the  outlays.  The  sickest  10  percent 
average  expenses  of  $28,000;  the  90  percent  who  are  healthiest  av- 
erage expenses  of  $1,300  a  year.  Those  who  are  very  sick  are  al- 
ready paying  a  lot  out-of-pocket  and  proposals  like  a  20  percent  co- 
insurance on  home  health  hit  a  subset  of  the  medicare  beneficiary 
population  that  are  the  sickest  and  are  already  paying  the  most. 

It  also  means  that  managed  care  has  tremendous  incentives  to 
enroll  that  90  percent  who  are  the  healthiest  because  they  can 
make  a  lot  of  money  the  way  the  rates  are  set  now  by  avoiding  the 
sickest  10  percent. 

Mr.  King  said  that  the  program  is  not  modem.  I  would  say  the 
main  way  in  which  the  program  is  not  modem  is  that  the  benefits 
have  not  really  improved  over  time  the  way  employer  benefits 
have.  The  hospital  Part  A  deductible  is  $716.  Private  plans  today 
do  not  require  people  to  pay  $700  for  a  hospital  deductible.  That 
is  why  medicare  beneficiaries  pay,  on  average,  $840  for  a  Medigap 
policy  to  go  with  medicare.  The  elderly  spend  over  12  percent  of 
their  income  out-of-pocket  on  health  expenses  compared  with  less 
than  4  percent  for  the  non-elderly. 

Mr.  King's  implication,  however,  was  that  medicare  is  not  mod- 
em because  is  does  not  have  modem  cost  containment  provisions. 
In  fact,  in  my  chart  7  I  point  out  that  for  the  last  10  years  medi- 
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care  hospital  and  physician  expenditures  have  gone  up  slower  than 
in  the  private  sector.  Medicare  already  has  many  elements  of  a 
managed  care  plan.  It  is  really  a  preferred  provider  program.  It 
sets  rates  that  are  68  percent  of  what  private  insurers  pay  physi- 
cians; 70  percent  of  HMOs  offer  medicare  plans.  So  medicare  is  not 
just  a  fee-for-service  plan.  It  is  a  plan  where  now  9  percent  of  medi- 
care beneficiaries  belong  to  health  maintenance  organizations  and 
over  three-quarters  of  all  beneficiaries  have  the  option  of  joining 
such  plans. 

Comparison  of  Growth  in  Hospital  and  Pliysician  Expenditures 

Per  Enrol'ee 
Private  Health  Insurance  vs.  Medicare 


I  Private 
I  Medicare 


Hospitals      Physicians 
76-'84  76-'84 


Hospitals      Physicians 
'84-93  '84-'93 


Annual  Rates  of  Growth 


Source    HCFA/OACT 


Chart? 


What  is  growing  is  home  health  and  nursing  home  care.  That  is 
what  has  been  going  up  so  quickly  in  the  last  few  years  and  that 
is  what  private  plans  do  not  cover,  and  we  do  not  have  a  national 
long  term  care  strategy  to  deal  with. 

Solvency,  what  are  the  options?  There  are  three  issues:  solvency 
between  now  and  2010,  solvency  after  2010  when  the  baby  boom 
population  reaches  Social  Security,  and  the  Federal  budget  deficit. 
If  all  we  are  concerned  about  is  solvency  to  2010  there  are  modest 
things  that  can  be  done  to  achieve  solvency.  As  you  heard  earlier, 
it  is  about  $60  billion  that  is  in  deficit  between  now  and  the  next 
5  years. 

For  example,  shifting  home  health  from  Part  A  to  Part  B  would 
put  Part  A  insolvency  off  for  5  years.  Just  moving  home  health 
from  A  to  B  would  achieve  that.  Home  health  used  to  be  in  Part 
B  until  1980. 

Chairman  DOMENICI.  We  are  going  to  miss  our  vote,  ma'am.  Can 
you  put  the  rest  of  it  in  the  record,  please?  We  need  to  have  at 
least  1  minute  or  2  minutes  for  Dr.  Roper. 

Ms.  Davis.  Medicare  is  an  effective  program.  I  thank  you  for  this 
opportunity  to  talk  about  it. 
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Chairman  DoMENici.  Thank  you  so  much.  We  will  review  your 
statement. 

Let  me  just  make  it  clear.  We  do  not  have  any  authority  to  write 
a  new  program.  All  we  do  is,  we  just  have  numbers.  Somebody  else 
writes  the  new  program.  But  we  have  to  be  somewhat  enlightened 
and  you  have  enlightened  us. 

[The  prepared  statement  of  Ms.  Davis  follows:] 


MEDICARE  SOLVENCY  AND 
FINANCIAL  SECURITY  FOR  BENEFICIARIES 

Karen  Davis 


Thank  you  for  this  opportunity  to  testify  on  the  importance  of  assuring  the  fiscal 
solvency  of  the  Medicare  program  while  achieving  its  goal  of  protecting  elderly  and  disabled 
beneficiaries  from  the  financial  hardship  of  health  care  bills.   This  year  marks  the  30th 
anniversary  of  the  Medicare  program.    When  it  was  enacted  thirty  years  ago,  most  elderly 
people  were  uninsured.    They  lost  their  health  insurance  coverage  when  they  retired. 
Medicare  has  brought  health  and  economic  security  to  some  of  the  nation's  most  vulnerable 
citizens  for  three  decades. 

It  is  particularly  fitting  to  take  stock  of  Medicare's  essential  role  as  an  insurer  of 
elderly  and  disabled  beneficiaries  at  this  point  in  the  program's  history.    Medicare  is  caught 
in  a  dilemma— brought  on  in  part  by  its  success.    As  the  life  expectancy  of  the  elderly  in  the 
U.S.  has  increased  to  be  among  the  best  in  the  world  and  as  modem  technology  has  brought 
new  ways  of  both  extending  and  improving  the  quality  of  life,  the  cost  of  caring  for  older 
people  has  risen.    Health  care  for  the  elderly  and  disabled  is  expensive  for  Medicare  and  it  is 
expensive  for  beneficiaries.    Understanding  why  this  is  the  case  is  fundamental  to  any 
attempt  to  modify  the  program. 

Who  is  Covered  by  Medicare? 

It  is  particularly  important  to  keep  in  mind  an  accurate  picture  of  the  people  Medicare 
serves.    Among  the  37  million  Medicare  beneficiaries  are  those  with  limited  financial 
resources,  those  with  very  serious  disabling  conditions,  and  those  for  whom  catastrophic 
medical  expenses  are  commonplace.   Even  with  Medicare  and  Medicaid  which  supplements 
Medicare  for  the  poor,  many  aged  and  disabled  persons  face  serious  financial  hardship  and 
forego  needed  care  because  they  cannot  afford  it. 

Despite  popular  views  that  older  Americans  enjoy  high  incomes  and  standard  of 
living,  most  elderly  Americans  have  modest  incomes.    As  shown  in  Chart  1,  over  three- 
fourths  of  Medicare  beneficiaries  have  incomes  below  $25,000.    Fewer  than  5  percent  have 
incomes  exceeding  $50,000.   While  poverty  rates  of  older  Americans  are  somewhat  lower 
than  for  the  non-elderly  population,  many  elderly  people  have  been  lifted  barely  above  the 
poverty  level  by  Social  Security  benefits.   For  important  subgroups,  such  as  elderly  people 
living  alone  poverty  rates  exceed  20  percent — comparable  to  poverty  rates  for  children. 

The  high  concentration  of  low-income  elderly,  and  the  fact  that  such  elderly  are  more 
likely  to  be  in  poor  health  and  need  more  health  care  services,  means  that  Medicare  outlays 
are  concentrated  on  relatively  low-income  beneficiaries.    Eighty-three  percent  of  Medicare 
outlays  go  to  beneficiaries  with  incomes  of  $25,000  or  less.    Only  3  percent  goes  to  elderly 
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individuals  or  couples  with  incomes  in  excess  of  $50,000. 

Poor  Medicare  beneficiaries  are  eligible  for  Medicaid  to  help  pay  Medicare  premiums 
and  cost-sharing,  as  well  as  for  other  services  such  as  prescription  drugs.  However,  only 
about  half  of  aged  Medicare  beneficiaries  with  incomes  of  under  $5,000  are  enrolled  in 
Medicaid  (see  Chart  2).    A  Commonwealth  Fund  study  in  the  late  1980s  found  that  the  most 
common  reasons  why  elderly  poor  are  not  covered  by  public  benefit  programs  are  that  they 
are  unfamiliar  with  the  programs  or  do  not  think  they  are  eligible.   Better  outreach  to  those 
who  are  qualified  for  Medicaid  supplementation  to  Medicare  is  important. 

Financial  Burden  of  Health  Costs  on  Medicare  Beneficiaries 

The  financial  burden  of  health  care  costs  for  Medicare  beneficiaries  is  very  unevenly 
distributed.    Some  elderly  enjoy  good  health  and  rarely  use  health  care  services.    Others  are 
seriously  disabled  and  require  extensive  treatment.    Because  Medicare  beneficiaries  have  very 
different  needs  for  health  care,  health  expenditures  are  very  skewed.    In  1993,  10  percent  of 
Medicare  beneficiaries  accounted  for  70  percent  of  outlays  (see  Chart  3).    One-fourth  of 
beneficiaries  accounted  for  91  percent  of  outlays. 

The  average  expenditure  in  1993  for  all  Medicare  beneficiaries  was  $4,020  (see  Chart 
4).    For  the  ten  percent  of  Medicare  beneficiaries  with  the  highest  outlays,  the  average 
expenditure  was  $28,120.   This  is  contrasted  with  $1,340  for  the  90  percent  of  Medicare 
beneficiaries  with  the  lowest  outlays. 

Understanding  this  variation  in  outlays  is  particularly  important  in  any  discussion  of 
expanding  capitated  managed  care  coverage  under  Medicare.    If  capitation  payments  are  not 
appropriately  adjusted  for  health  status,  over  or  underpayments  can  be  quite  serious.    Plans 
can  make  considerable  profit  at  a  capitated  rate  of  $4,000  or  even  $3,000  if  they  can  avoid 
enrolling  those  beneficiaries  likely  to  be  in  the  most  costly  10  percent.    The  incentives  to 
enroll  only  healthier  enrollees  or  encourage  less  healthy  enrollees  to  disenroll  are  formidable. 

Even  though  Medicare  outlays  are  concentrated  on  the  most  vulnerable— the  poc^  and 
those  with  serious  medical  problems— out-of-pocket  costs  to  these  groups  can  pose  a  serious 
financial  burden.    About  12  percent  of  Medicare  beneficiaries  have  no  health  insurance  to 
supplement  Medicare— either  from  Medicaid  or  from  private  coverage  through  a  retiree 
health  plan  or  through  individually  purchased  Medi-Gap  coverage.    These  beneficiaries  are 
concentrated  in  incomes  under  $10,000  (see  Chart  2). 

As  shown  in  Chart  5,  the  hospital  deductible  under  Medicare  is  $716,  the  Part  B 
deductible  is  $100  per  year,  and  the  Part  B  premium  is  $550  per  year.    Given  non-covered 
services  such  as  prescription  drugs,  out-of-pocket  costs  for  Medicare  beneficiaries  who  rely 
only  on  Medicare  can  easily  exceed  $2000  per  year.    For  a  elderly  woman  with  an  income  of 
$10,000,  this  is  clearly  an  excessive  and  burdensome  cost.    Even  for  those  with  Medi-Gap 
private  coverage,  costs  can  be  high.   The  average  Medi-Gap  premium  is  now  $840,  which  in 
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combination  with  the  Part  B  premium  and  even  modest  outlays  for  non-covered  services,  can 
run  over  $1500  a  year. 

It  is  not  well  understood  that  the  elderly  pay  far  more  for  their  own  health  care  than 
the  non-elderly— even  with  important  coverage  from  Medicare.   This  happens  because 
Medicare  pays  only  45  percent  of  the  health  care  bills  of  the  elderly.    As  shown  in  Chart  6, 
on  average  elderly  households  spend  12  percent  of  their  incomes  directly  out-of-pocket  for 
health  care,  compared  with  3.7  percent  for  nonelderly  households. 

Cost-sharing  requirements  by  their  very  design  mean  that  those  who  are  ill  and  use 
services  bear  the  burden.   The  chronically  ill  and  other  high  utilizers  of  care  are  most  likely 
to  incur  large  individual  liability  for  Medicare  cost-sharing  and  uncovered  services  and 
charges.    A  Commonwealth  Fund  study,  Medicare's  Poor,  found  that  thirty  percent  of 
Medicare  beneficiaries  rate  their  health  as  fair  or  poor.    For  those  who  are  poor,  members  of 
minority  groups,  or  over  age  85  even  higher  numbers  have  poor  health.   For  example,  over 
60  percent  of  poor  elderly  have  arthritis.    Half  suffer  from  hypertension  and  need  counseling 
about  diet  and  exercise,  and  many  require  physician  monitoring  and  prescription  drugs  to 
control  their  condition.   Twelve  percent  of  poor  elderly  people  have  diabetes  and  many 
require  insulin  treatment  as  well  as  medical  care  for  the  many  conditions  that  arise  as 
complications  to  diabetes. 

For  those  elderly  with  long-term  care  needs,  costs  can  be  even  higher.   Medicare 
pays  only  2  percent  of  all  nursing  home  expenses;  about  half  of  all  nursing  home  expenses 
are  paid  directly  by  patients  and  families.   For  those  elderly  with  functional  impairment 
living  at  home,  costs  can  also  be  high.    Over  one-third  of  poor  elderly  people  living  at  home 
report  being  restricted  in  one  or  more  activities  of  daily  living  compared  to  17  percent  of 
those  with  moderate  or  high  incomes. 

Inadequate  Medicare  benefits  not  only  mean  financial  burdens,  but  also  barriers  to 
needed  care.   The  significant  deductible  and  coinsurance  provisions  in  Medicare  deter  some 
of  the  elderly  poor  and  near  poor  from  obtaining  care.    Low-income  and  minority  elderly  are 
less  likely  to  get  preventive  services  such  as  Pap  smears  and  mammograms,  in  part  because 
of  the  financial  barrier  posed  by  out-of-pocket  costs.    A  recent  study  supported  by  The 
Commonwealth  Fund  found  that  elderly  women  without  Medicaid  or  supplemental  private 
health  insurance  were  much  less  likely  to  get  mammograms.   The  financial  barriers  posed  by 
deductibles  and  copayments  for  cancer  screening  contribute  to  failure  to  detect  cancer  in  an 
early  stage  when  recovery  chances  are  higher.   Rates  of  ambulatory  sensitive  hospital 
admission  rates  are  particularly  high  for  poor  and  minority  elderly— indicating  inadequate 
access  to  primary  care. 

In  sum,  poor  and  near-poor  elderly  are  more  likely  to  be  experiencing  health 
problems  that  require  medical  services  than  elderly  people  who  are  economically  better  off. 
Yet,  they  are  less  able  to  afford  needed  care  because  of  their  lower  incomes.    For  those  who 
do  get  care  large  out-of-pocket  medical  expenses  can  lead  to  impoverishment. 
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Medicare  Expenditures 

At  the  same  time  Medicare  leaves  many  elderly  and  disabled  beneficiaries 
inadequately  protected  against  high  health  care  costs,  the  program's  outlays  have  grown 
rapidly  over  time.   Medicare  outlays  per  enrollee  exceed  $4000  per  person.   While  Medicare 
outlays  have  grown  at  unacceptably  high  rates  over  the  last  decade  and  a  half,  there  is  some 
good  news. 

Most  significantly,  Medicare  outlays  for  hospital  and  physician  services  per  enrollee 
have  grown  more  slowly  than  private  health  insurance  outlays  for  these  services  in  the 
decade  from  1984  to  1993  (see  Chart  7).    After  two  decades  of  increasing  more  rapidly  than 
the  private  sector.  Medicare's  more  recent  performance  is  considerably  better  than  that  of  the 
private  sector.   Spending  on  inpatient  hospital  and  physician  services  have  moderated 
considerably.    In  1993,  hospital  inpatient  outlays  grew  at  8.3  percent,  and  physician  outlays 
at  4.5  percent,  down  from  double-digit  rates  of  growth  in  the  1980s  (see  Chart  8).   Certainly 
the  new  methods  of  paying  hospitals  and  physicians  introduced  in  1984  and  1992  respectively 
have  had  an  impact.   The  major  areas  where  Medicare  is  now  growing  rapidly  are  for  those 
services  not  covered  by  prospective  payment  approaches— particularly  home  health  and 
skilled  nursing  facilities  services. 

Medicare  has  also  had  an  excellent  record  of  low  administrative  costs.   Medicare's 
administrative  costs  average  2  percent  of  program  outlays,  compared  with  25  percent  in 
small  group  market  plans  and  5.5  percent  in  large  group  market  plans. 

Why  then  is  Medicare  so  costly?  The  simple  answer  is  that  Medicare  is  costly 
because  it  covers  very  sick  people,  and  because  health  care  costs  for  all  Americans— whether 
privately  insured  or  covered  by  Medicare  or  Medicaid— have  risen  rapidly  over  the  last  two 
decades.   Until  more  effective  approaches  for  containing  health  care  costs  in  the  health 
system  as  a  whole  are  developed,  the  program  is  likely  to  be  caught  in  the  dilemma  of  high 
costs  for  both  taxpayers  and  beneficiaries. 

Medicare  and  Managed  Care 

Medicare  has  been  criticized  for  not  promoting  aggressively  enough  managed  care 
alternatives  for  its  beneficiaries.    Yet,  Medicare  is  itself  similar  to  a  preferred  provider 
managed  care  plan.   With  the  recent  reforms  in  provider  payment.  Medicare  sets  prospective 
prices  for  hospitals  and  physicians  at  a  substantial  "discount"  to  usual  charges.    Medicare's 
physician  payment  fees,  for  example,  average  68  percent  of  fees  paid  under  private  health 
insurance  plans.   All  providers  who  are  willing  to  participate  at  these  rates  are  permitted  to 
enroll.   Physicians  who  agree  to  take  "discounted"  payments  as  payments  in  full  become 
participating  physicians  and  are  listed  in  directories  of  preferred  providers.    This  has  worked 
remarkably  well,  to  the  extent  that  92  percent  of  all  Medicare  physician  services  are  now  on 
assignment. 
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In  addition  Medicare  makes  HMO  options  available  to  beneficiaries.    Three-fourths  of 
beneficiaries  live  in  areas  where  managed  care  plans  are  available.    Seventy  percent  of 
HMOs  now  offer  or  plan  to  offer  shortly  a  Medicare  product  marketed  to  Medicare 
beneficiaries.    Despite  the  reluctance  of  many  elderly  to  give  up  their  personal  physician  to 
join  an  HMO,  HMO  enrollment  has  increased  from  1  million  in  1985  to  3  million  in 
1995— about  9  percent  of  all  Medicare  beneficiaries. 

Even  if  enrollment  were  to  expand  more  markedly,  it  is  unlikely  that  there  would  be 
savings  to  the  program,  and  in  fact  might  cost  the  Medicare  program.    A  recent  study  finds 
that  the  actual  cost  of  serving  Medicare  beneficiaries  who  opt  for  HMO  enrollment  is  5.7 
percent  more  than  Medicare  would  have  had  paid  for  these  same  beneficiaries  had  they  been 
covered  under  fee-for-service  Medicare  coverage.    Instead  of  saving  Medicare  money,  the 
program  loses  almost  6  percent  for  every  Medicare  managed  care  enrollee. 

Given  the  extreme  variability  in  health  outlays  among  beneficiaries,  there  is  great 
leeway  for  plans  to  select  relatively  healthier  beneficiaries  for  whom  capitated  rates  exceed 
true  costs.    If  managed  care  plans  succeed  in  attracting  and  retaining  relatively  healthier 
Medicare  beneficiaries  which  they  have  very  strong  incentives  to  do.  Medicare  will  be 
overpaying  for  those  under  managed  care,  and  yet  paying  the  full  cost  of  the  sickest 
Medicare  beneficiaries  who  are  unattractive  to  managed  care  plans.    Managed  care  plans 
have  the  option  of  switching  to  a  fee-for-service  method  of  payment  from  a  capitated  risk 
contract  if  they  experience  adverse  selection  and  would  receive  higher  payment  under 
Medicare's  fee-for-service  provider  payment  rules.    Monthly  disenrollment  by  Medicare 
beneficiaries  also  means  that  managed  care  plans  can  encourage  sicker  patients  to  leave  the 
plan  and  be  cared  for  on  a  fee-for-service  basis.    In  the  case  of  network-model  HMOs  the 
same  physician  might  even  continue  to  care  for  the  patient  when  he  or  she  disenroUs. 

The  current  method  of  paying  managed  care  plans  for  Medicare  patients  is  seriously 
flawed.    Its  primary  weakness  is  that  it  does  not  adequately  adjust  for  differences  in  the 
health  status  of  beneficiaries.    Unfortunately,  a  good  method  of  setting  capitation  rates  to 
adjust  for  differences  in  beneficiary  health  status  seems  years  away. 

The  current  method  of  Medicare  HMO  payment  includes  allowances  for  the  direct  and 
indirect  costs  of  medical  education  even  though  managed  care  plans  do  not  incur  these  costs; 
The  payment  rate  also  includes  an  allowance  for  disproportionate  share  payments  even 
though  managed  care  plans  do  not  cover  the  uninsured,  and  in  general  are  open  only  to  those 
who  can  afford  the  premium  or  have  employers  or  public  programs  that  pay  the  premium  on 
their  behalf.   These  factors  represent  about  a  four  percent  overpayment  to  HMOs  with 
Medicare  risk  contracts. 

The  extent  of  managed  care  abuses  could  be  curbed  by  lowering  capitation  payment 
rates  and  imposing  penalties  on  plans  for  high  disenrollment  rates,  but  the  basic  underlying 
incentives  are  unlikely  to  be  substantially  altered.    Nor  has  the  long-term  success  of  managed 
care  in  controlling  costs  (aside  from  getting  provider  price  discounts)  yet  been  demonstrated. 
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Medicare  Solvency 

The  recent  Medicare  trustees  report  has  focused  attention  on  the  exhaustion  of  the 
Part  A  trust  fund  by  the  year  2002.   The  looming  fiscal  crisis  in  Medicare  is  not  new  news 
(see  Chart  9).  A  decade  ago  trustees  reports  predicted  the  trust  fund  would  be  insolvent  by 
now.   The  success  of  Medicare  hospital  payment  reform  in  slowing  Medicare  hospital 
spending  has  been  one  major  factor  in  postponing  the  projected  date. 

What  this  history  demonstrates  is  that  the  Medicare  projections  are  highly  sensitive  to 
changes  in  economic  conditions  and  to  trends  in  the  health  care  industry.    For  example,  if 
Medicare  hospital  outlays  were  to  grow  at  a  one  percentage  point  slower  rate  than  currently 
projected,  the  date  when  the  Part  A  Trust  Fund  would  be  exhausted  would  move  back  by 
three  years. 

The  current  baseline  projections  are  highly  uncertain  given  the  changes  that  are 
occurring  in  the  health  care  industry.    Advances  in  technology  are  shifting  care  from  the 
hospital  inpatient  setting  to  ambulatory  care.    Hospitals  are  under  pressure  to  contain  costs. 
Physicians  are  bombarded  with  the  pervasive  view  that  it  is  important  to  practice 
conservatively  and  not  hospitalize  patients  who  could  be  cared  for  on  an  outpatient  basis.    As 
these  shifts  occur,  they  will  reduce  the  pressure  on  the  Part  A  Trust  Fund  and  could 
substantially  alter  future  projections. 

Even  if  the  current  baseline  projections  hold,  modest  policy  changes  could  assure  the 
Part  A  Trust  Fund  solvency  for  the  next  10  to  15  years.    For  example,  simply  moving  the 
home  health  benefit  from  Part  A  to  Part  B  would  move  the  date  back  by  approximately  five 
years. 

There  is  no  doubt  that  as  the  baby  boom  population  begins  to  reach  eligibility  for 
Social  Security  and  Medicare  around  2010,  major  action  will  be  required  to  assure  the  fiscal 
solvency  of  Medicare.    What  is  clear  is  that  such  action  needs  to  be  designed  carefully  and 
deliberately,  and  with  a  clear  mandate  to  assure  the  adequacy  of  Medicare  for  beneficiaries 
into  the  2 1st  century. 

If  the  primary  concern  is  with  federal  budget  deficit  reduction  in  the  short-term,  there 
are  in  fact  few  attractive  alternatives  for  reducing  Medicare  outlays.    Cuts  in  benefits  would 
add  to  the  financial  hardship  on  beneficiaries.    This  is  particularly  true  of  increases  in 
deductibles  or  copayments  on  services  such  as  hospital  care  or  home  health  that  are  used  by 
the  sickest  beneficiaries.    Provider  payment  rates  could  be  tightened  further,  but  they  are 
already  considerably  lower  than  private  payers.    Severe  cuts  would  jeopardize  the  financial 
stability  of  hospitals  serving  older  and  seriously  ill  patients— such  as  rural  hospitals  and 
teaching  hospitals.    Some  modest  savings  might  be  achieved  through  practices  such  as  high 
cost  case  management  and  selective  contracting  for  specialized  services. 

Proposals  to  save  Medicare  money  through  vouchers  or  increased  incentives  to  enroll 
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in  managed  care  raise  several  concerns.    Medicare  has  low  administrative  costs.    Managed 
care  plans  average  20-25  percent  "overhead"— the  difference  between  actual  outlays  for 
medical  expenses  and  capitation  payment  rates.    Individual  private  health  insurance  plans 
often  have  30  to  50  percent  "overhead"  rates.    Vouchers  to  buy  individual  private  health 
insurance  plans  or  enroU  in  managed  care  plans  raise  additional  issues  of  marketing 
practices,  confusion  and  possible  exploitation  of  frail  older  people,  as  well  as  high 
administrative  costs  for  advertising,  sales  commissions,  and  other  administrative  overhead. 
Adverse  risk  selection— as  a  result  of  practices  of  health  plans  to  enroll  and  retain  relatively 
healthier  patients — could  well  undermine  the  community  rated  nature  of  Medicare,  as  plans 
compete  for  Medicare  beneficiaries  not  on  the  basis  of  the  quality  of  care  they  offer,  but  on 
their  ability  to  screen  out  those  who  have  had  a  stroke,  advanced  heart  or  pulmonary  disease, 
or  a  bout  with  cancer. 

Any  changes  to  Medicare  will  need  to  be  designed  with  care  to  avoid  unintended 
consequences  that  are  harmful  either  to  vulnerable  beneficiaries  or  to  the  health  system  that 
provides  accessible,  high  quality  care. 

Beneficiary  Views  of  Medicare 

Medicare  enjoys  a  high  degree  of  support  from  both  the  elderly  and  non-elderly. 
Medicare  beneficiaries  report  high  rates  of  satisfaction  with  the  plan.   The  Medicare  Current 
Beneficiary  Survey  finds  that  89  percent  are  satisfied  or  very  satisfied  with  the  overall  quality 
of  medical  care  (see  Chart  10).    A  Kaiser-Commonwealth  Fund  1993  health  insurance  survey 
found  that  52  percent  of  Medicare  beneficiaries  are  very  satisfied  with  their  Medicare 
insurance,  compared  with  44  percent  of  families  covered  by  employer-provided  private 
coverage,  39  percent  of  Medicaid  beneficiaries,  and  30  percent  of  those  who  purchase  private 
health  insurance  individually  (see  Chart  11). 

National  opinion  polls  also  show  little  support  for  cutting  Medicare.    As  shown  in 
Chart  12,  a  Kaiser  Family  Foundation/Harvard  University  voter  exit  survey  in  November 
1994  found  widespread  support  for  Medicare.    Only  8  percent  of  voters  support  decreased 
spending  on  Medicare  for  the  elderly— even  below  the  17  percent  who  support  decreased 
spending  on  Social  Security.    Some  specific  measures  such  as  tighter  provider  payment  rates 
or  higher  payments  by  very  well  off  beneficiaries  (the  5  percent  with  incomes  over  $50,000) 
muster  more  support  but  these  are  unlikely  to  yield  substantial  savings. 

Medicare  is  an  effective  and  popular  program.    But  more  importantly  it  is  a  program 
on  which  37  million  of  the  nation's  sickest  and  most  vulnerable  Americans  rely.    Medicare 
was  established  in  1965  because  private  insurance  was  not  accessible  to  older  Americans. 
They  were  dropped  as  they  reached  retirement  because  they  were  bad  risks.    We  should  not 
risk  reversing  the  important  gain  in  health  and  economic  security  that  Medicare  has  achieved 
as  we  look  to  assuring  its  fiscal  solvency  for  future  generations. 

Thank  you. 
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SOLVENCY  OF  TRUST  FUND  FOR  MEDICARE  PART  A 


1        YEAR  OF  TRUSTEES 

YEAR  OF  INSOLVENCY 

NUMBER  OF  YEARS  TO 
INSOLVENCY 

1970 

1972 

2 

1971 

1973 

2 

1972 

1976 

4 

1973 

nooe  indicated 

- 

1974 

nooe  indicated 

- 

1975 

late  1990s 

20-25 

1976 

early  1990s 

14-19 

1977 

late  1980s 

8-13 

1978 

1990 

12 

1979 

1992 

13 

1980 

1994 

14 

1981 

1991 

10 

1982 

1987 

5 

1983 

1990 

7 

1984 

1991 

7 

1985 

1998 

13 

1986 

1996 

10 

1986  amended 

1998 

12 

1987 

2002 

15 

1988 

2005 

17 

1989 

« 

- 

1990 

2003 

13 

1991 

2005 

14 

1992 

2002 

10 

1993 

1999 

6 

1994 

2001 

7 

1995 

2002 

7 

'Contained  no  long-range  profcctiaas 

Source:  Intennediale  projectiaas  of  various  Hospital  Insurance  trustees'  reports. 

Charts 
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VOTER  SUPPORT  FOR  25  SELECTED  POUCIES 
TO  REDUCE  THE  FEDERAL  DEFICIT 


%  of  voters  who  favor  the  proposal 

Voted  for        Voted  for 
Total  Republican     Democrat 

Voters  in  House  in  House 


STRONG  TO  MODERATE  SUPPORT 
Harii^  people  OTcr  age  £5  who  earn  more 
than  $50,000  a  jear  paj  more  Tor 
Medicare  than  other  seniors 
Decrease  spending  on  food  stamps 
Decrease  agricultural  price  supports 
Decrtsise  defense  spending 

MODERATE  OPPOSITION 
Pajing  doctors  and  hospitals  less  for  the 

care  tbe^  proride  to  seniors  under 

Medicare 
Decrease  spending  on  public  bousing 
Decrease  spending  oa  unemplofment 

com  pensab'oa 
Increase  the  proportion  of  Social  Securitj 

bene^ts  subject  to  federal  income  taxes 
Decrease  federal  aid  to  dties 
Decrease  spending  on  AFDC 
Increase  the  retirenient  age  for  Social 

Security  from  65  to  £7 
Increase  Social  Securitj  or  emplojer  taxes 
Limiting  the  tax  deduction  for  employers' 

cootributioas  to  tbeir  employees' 

health  insurance 
Reqiuring  people  to  paj  a  larger  share  of 

nursing  home  costs  before  federal 

assistance  begins 


71% 

<9% 

73% 

55% 

£0% 

54% 

53% 

50% 

56% 

53% 

40% 

64% 

48% 
45% 


44% 
50% 


55% 
43% 


42% 

40% 

47% 

39% 

47% 

33% 

39% 

49% 

27% 

39% 

44% 

2836 

35% 

27% 

44% 

38% 


27% 

24% 
(contiaued) 


Source:  Kaiser/Harrard  Surrey  1994 
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VOTER  SUPPORT  FOR  25  SELECTED  POUCIES 
TO  REDUCE  THE  FEDERAL  DEFICIT  (condnued) 

%  of  Toters  who  faTor  the  proposal 


Total 
Voters 


STRONG  OPPOSITION 

DttTtase  or  rUww'itntr  tax  dfttiirtinn  for 

ciiaritablc  ^iriiig 
Decrease  or  c&miiiatc  tax  dedodioa  for 

home  iDOii;gases 
Reduce  the  ■miiaii  cast  of  finag  iocrease 

in  Social  Secnrit; 
Decrease  rederal  aid  for  coOcgc  sfiidfnt 

loans 
Increase  tbe  federal  income  tax 
Increase  taxes  on  gasoline  and  hfating  oil 
Decrease  redexal  aid  to  cducalioa 
Decrease  spending  on  Social  Security 
Decrease  speniSng  on  Medicaid  Tor  tbe  poor 
Decrease  spending  on  Medicare  Tor  the  ddeHj 
Decrease  Telerans'  t>eoents 


Voted  for  Voted  for 
Republican  Democrat 
in  House  in  House 


29% 

24% 


24% 

26% 

22% 

23% 

20% 

31% 

20% 

15% 

25% 

19% 

18% 

21% 

173i 

21% 

13% 

17% 

17% 

15% 

8% 

5% 

10% 

7% 

8% 

8% 

Source:  Kaiser/Harrard  Surrey  1994 
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Medicare  Solvency  and  Financial  Security  for  Bcncficiariei 

Excerpts  from  Senate  Budget  Committee  Testimony  by 
Karen  Davis,  Commonwealth  Fund  President 


ENHANCINC 
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Contact:  Mary  Lou  RufKll, 
(212)  60&-3842  or  Pee  Byron, 
(212)  606-3S41 


Karen  Davis,  president  of  The 
Commonwealth  Fund,  joins  Guy  King,  former 
Health  Care  Financing  Administration  chief 
actuary;  William  Roper,  M  D.,  Prudential 
Insurance  Co.  research  and  policy  director 
and  former  HCFA  direaor,  and  Deborah 
Steelman,  attorney  and  former  chief  of 
domestic  policy  staff  for  the  1988  Bush 
presidential  campaign,  to  testily  before  the 
Senate  Budget  Committee  about  the  Medicare 
program,  in  SD-608  of  the  Dirksen  Senate 
Office  Building  on  Wednesday,  May  3, 
beginning  at  9  A.M. 

Ms.  Davis,  who  as  an  economist  has 
written  extensively  about  Medicare  policy, 
notes  in  her  testimony  that  since  its  enactment 
30  years  ago,  Medicare  has  transformed 
health  care  for  most  elderly  Americans,  who 
likely  would  have  lost  their  health  insurance 
on  retirement.  Today,  the  program  means 
improved  health  and  quality  of  life  for  37 
million  of  the  nation's  sickest  and  financially 
vulnerable  citizens. 

"Medicare  has  a  chronic  problem  with 
financial  solvency,  but  the  program  is  not  in 
critical  condition.  Changes  must  be  designed 
carefully,  to  avoid  unintended  harm  either  to 
vulnerable  beneficiaries  or  to  the  health 
system  that  provides  accessible,  high  quality 
care,"  Ms.  Davis  concludes,  noting,  "Modest 
changes  to  the  program  can  assure  Medicare's 
financial  health  through  2010." 


Medicare  has  chronic  financial  solvency 
problems  that,  as  in  the  past,  can  be  resolved 
without  harm  to  the  program;  modest 
changes  now  can  assure  solvency  through 
2010. 

Medicare  has  low  administrative  costs, 
averaging  2%  of  program  outlays,  compared 
with  25%  in  small  group  market  plans  and 
5.5%  in  large  group  market  plans. 

Medicare  is  an  effective  and  cfBcient 
program  and  already  contains  many  elements 
of  managed  care  plans,  70%  of  HMOs  offer 
coverage  to  Medicare  beneficiaries. 

The  wide  variation  in  Medicare  outlays— the 
sickest  10%  of  beneficiaries  averaged 
$28,120  in  outlays  in  1993,  compared  with 
51,340  for  the  healthiest  90%-provides 
managed  care  plans  with  formidable 
incentives  to  cru^oll  only  healthier 
beneficiaries. 

If  managed  care  plans  "skim"  the  healthiest 
benefiaaries  and  avoid  enrolling  the  sick, 
taxpayers  could  end  up  paying  more  for 
Medicare. 
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Chairman  DoMENici.  Dr.  Roper. 

STATEMENT   OF   WILLIAM   ROPER,   M.D.,    FORMER   ADMINIS- 
TRATOR, HEALTH  CARE  FINANCING  ADMINISTRATION 

Dr.  Roper.  Thank  you,  sir.  It  is  a  privilege  to  be  before  you.  I 
will  be  brief.  I  know  I  am  the  only  thing  standing  between  you  and 
the  vote. 

My  purpose  in  being  here  is  to  say,  as  you  grapple  with  these 
long  term  issues — and  they  are  long  term — that  you  look  at  the 
fundamental  structure  of  medicare.  It  is  a  30-year-old,  out-of-date 
program.  Notwithstanding  what  my  colleague  just  said,  it  is  woe- 
fully out-of-date  and  badly  needs  to  be  not  just  tinkered  with  but 
brought  into  the  21st  century.  The  innovations  of  the  private  sector 
are  largely  lacking  in  the  Medicare  Program. 

As  a  former  administrator  of  HCFA  and  director  of  the  Medicare 
Program  and  now  engaged  in  that  private  sector  revolution,  my 
urging  to  you  today  is  to  let  senior  citizens  take  advantage  of  those 
options  that  are  available  now  in  the  private  sector.  Not  to  force 
them  to  enroll  in  plans  against  their  choice  but  to  give  them  op- 
tions just  like  the  employed  population  has  options  today. 

Thank  you  for  your  time. 

Chairman  DOMENICI.  Thank  you  very  much.  Your  statements 
will  be  made  a  part  of  the  record  and  if  we  need  to  inquire  of  you 
we  will  either  get  a  hold  of  you  or  we  will  ask  you  in  writing. 

[The  prepared  statement  of  Dr.  Roper  follows:] 
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Prepared  Statement  of  William  L.  Roper,  M.D.,  M.P.H.,  Senior  Vice  President 
AND  Chief  Medical  Officer,  The  Prudential  Health  Care  System 

Thank  you  Mr.  Chairman  and  members  of  the  committee  for  this  chance  to  share  with 
you  some  of  my  thoughts  on  opportunities  for  the  Medicare  program. 

First,  I  would  like  to  commend  you,  Mr.  Chairman,  and  the  committee  for  taking  on 
such  a  challenging  and  important  issue  for  our  nation.  Assuming  a  leadership  role  and 
being  open  to  new  ideas  on  how  to  protect,  preserve,  and  improve  the  way  in  which 
America's  Medicare  beneficiaries  receive  health  care  takes  much  courage  and  foresight. 
So  I  am  particularly  pleased  and  honored  to  be  here. 

The  message  I  have  for  you  today  is  that  the  health  care  delivery  marketplace  has 
evolved  dramatically  since  Medicare  was  created,  yet  Medicare  has  not  made  similar 
progress.  Medicare  is  a  1960s,  old-style  fee-for-service  system  that  does  not  ofifer  the 
elderly  and  disabled  the  opportumty  to  participate  in  the  current  systems  for  delivering 
health  care. 

Many  American  employers  offer  their  employees  a  wide  range  of  health  coverage 
options,  including  HMOs,  fee-for-service,  point-of-service  and  preferred  provider  plans. 
Medicare  currently  gives  its  beneficiaries  very  limited  choice  of  whether  to  participate  in 
the  innovative  organized  health  care  delivery  systems  that  have  developed  over  the  last  30 
years,  otherwise  known  as  managed  care.  Not  only  is  choice  missing,  but  the  cost  of  the 
program  continues  to  consume  a  huge  portion  of  federal  spending.  In  1980,  less  than  6% 
of  the  federal  budget  was  spent  on  Medicare.  In  1996,  if  nothing  is  done,  Medicare  will 
approach  12%  of  the  federal  budget. 


Medicare  Reform 

The  good  news  is  that  it  can  be  fixed  by  offering  new  alternatives  to  seniors,  without 
engineering  a  totally  new  system.  As  a  former  head  of  The  Health  Care  Financing 
Administration  (HCFA)  and  the  Centers  for  EHsease  Control  (CDC),  and  now  with  private 
sector  responsibilities,  I  am  here  today  to  offer  my  perspective  on  how  government  and 
the  private  sector  can  work  together  so  that  Medicare  can  benefit  fi"om  the  innovations 
that  have  been  occuring  in  the  private  sector. 

As  you  push  aggressively  on  a  cost-constraining  agenda  for  the  Medicare  program,  I 
urge  you  to  allow  Medicare  beneficiaries  and  providers  an  attractive  alternative  based  on 
innovation  in  the  private  sector. 

My  feelings  on  how  to  update  Medicare  have  not  changed  since  I  was  the 
Administrator  of  HCFA.  In  1987, 1  published  an  article  on  the  Wall  Street  Journal 
editorial  page  on  this  subject,  entitled  "Medicare's  Private  Option."  Major  credit  for  it 
properly  goes  to  my  colleague,  Glenn  Hackbarth. 
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The  message  was  simple:  keep  Medicare  intact,  but  increase  the  choices  available  to 
Medicare  beneficiaries  by  expanding  the  role  of  private  sector  health  plans  in  meeting  their 
needs.  Private  plans,  including  managed  care  and  indemnity  plans,  would  compete  on  the 
basis  of  quality  and  cost. 

I  oppose  forcing  older  Americans  to  leave  traditional  Medicare  in  favor  of  private 
health  plans.  What  I  do  support  is  offering  them  choice.  Do  not  take  away  the  plain 
vanilla  Medicare  system.  Just  give  beneficiaries  further  choices. 


Private  Health  Plans  and  Medicare 

Back  when  that  Wall  Street  Journal  piece  ran.  President  Reagan  believed  that  well- 
managed  private  health  plans  offered  an  attractive  alternative  to  traditional  Medicare 
coverage.  We  were  committed  to  giving  private  health  plans  a  fair  opportunity  to 
compete  for  Medicare  enroUees. 

Under  President  Reagan's  vision  for  Medicare  reform,  we  at  HCFA  advocated  this 
Private  Health  Plan  Option,  or  PHPO,  based  on  five  goals: 

•  Ensure  appropriate  access  to  quality  care; 

•  Increase  incentives  for  efficiency; 

•  Reduce  government's  role  in  deciding  how  much  to  pay  for  individual  health  care 
services; 

•  Reduce  government's  role  in  deciding  what  constitutes  appropriate  medical 
practice;  and 

•  Expand  the  range  of  choices  available  to  both  Medicare  beneficiaries  and  health 
care  providers. 

These  five  goals  —  quality,  efficiency,  less  government  involvement  in  pricing  and 
practice,  and  more  choice  —  seem  to  be  compatible  with  the  goals  of  this  committee.  And 
I  highly  recommend  them  as  guiding  goals  in  any  effort  to  modernize  Medicare. 

The  plan  recognized  that  government  played  too  intrusive  a  role  in  the  health  care 
system,  and  that  a  far  better  approach  would  be  to  give  both  Medicare  beneficiaries  and 
health  care  providers  the  option  of  participating  in  Medicare  through  private  health  plans, 
because  this  was  and  is  where  innovations  in  the  health  care  delivery  system  occur.  Those 
private  plans,  within  broad  guidelines  set  by  the  federal  government,  could  determine  their 
own  methods  for  paying  physicians  and  hospitals,  for  controlling  utilization,  and  for 
ensuring  quality. 
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Medicare  Risk  Contracting  Today 

I  think  our  PHPO  plan  was  a  good  start,  and  there  are  signs  that  the  marketplace  is 
responding.  Today,  at  the  Prudential,  we  have  Medicare  risk-contracting  plans  with  a 
growing  number  of  members,  so  far  in  four  states  —  California,  Ohio,  Florida,  and  Texas. 
We  are  able  to  ofiTer  an  array  of  services  over  and  above  regular  Medicare  coverage,  such 
a"S  prescription  drugs  and  routine  physicals.  As  important,  with  these  plans  members  don't 
need  to  worry  about  unplanned  medical  expenses.  And  the  paperwork  that  Medicare 
beneficiaries  find  so  burdensome  is  dramatically  reduced  in  this  environment. 

The  experience  of  our  plans  and  others  like  them  in  the  private  sector  has  been  positive 
for  both  Medicare  beneficiaries  and  the  plans.  However,  the  plans  have  not  flourished  to 
the  point  of  providing  marked  savings  to  Medicare  because  there  are  serious  barriers  to 
fijll  private  health  plan  int^ratioa 

We  can  only  offer  these  plans  through  Medicare's  health  maintenance  organizations 
and  competitive  medical  plans  rule.  This  provision  does  not  fiilly  foster  private  health  plan 
participation  because. 

•  Throughout  the  United  States,  the  Medicare  managed  care  payment  rate  is  based 
on  the  Average  Adjusted  Per  Capita  Cost  (AAPCC)  in  each  area.  Many  of  us 
have  long  recognized  the  problems  inherent  in  this  payment  methodology, 
including  fairly  reflecting  what  Medicare  is  paying  in  the  fee-for-service  system, 
and  adjusting  payments  for  a  beneficiary's  particular  health  status. 

•  The  Medicare  beneficiary  has  no  incentive  to  choose  a  managed  care  plan  except  in 
instances  where  additional  benefits  are  provided.     And  a  managed  care  plan 
whose  health  benefit  costs  are  lower  than  the  AAPCC  does  not  reduce  its  price, 
but  rather  makes  up  the  difference  with  increased  benefits.  This  not  only  costs  the 
government  more  but  also  does  not  encourage  the  senior  to  be  a  prudent  purchaser 
of  health  care. 

•  The  definition  of  a  managed  care  plan  is  unduly  restrictive,  and  does  not  allow  the 
flexibiUty  generally  to  offer  such  plans  as  Point-of-Service  (POS)  and  Preferred 
Provider  Organizations  (PPO).  An  exception  is  the  Medicare  Select  program  in  1 5 
states,  but  that  is  only  for  Medigap  (a  product  covering  costs  not  covered  under 
Medicare)  coverage. 


Current  Shortcomings 

Because  of  the  way  in  which  the  rates  are  set,  the  lack  of  incentives  for  beneficiaries, 
and  the  definition  of  managed  care  plan,  only  a  small  percentage  of  Medicare  beneficiaries 
are  now  able  to  obtain  the  benefits  of  managed  care. 
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Even  given  this  ill-structured  current  market,  there  are  some  indications  that 
competition  can  work.  In  Cleveland,  we  were  among  the  first  to  offer  a  Medicare  risk 
product,  called  SeniorCare,  for  a  $25  per  month  premium.  This  plan  offered 
comprehensive  benefits  far  beyond  the  Medicare  fee-for-service  package.  Soon,  another 
company  entered  the  market  charging  no  premium.  To  compete,  we  then  eliminated  our 
premium,  as  well.  Now,  we  understand  that  other  companies  are  looking  to  enter  the 
itiarket,  and  we  shouldn't  be  surprised  if  those  companies  offer  increased  benefits  even 
beyond  what  we  are  offering,  as  well  as  a  zero  premium.  We  are  also  going  to  a  zero 
premium  in  Jacksonville,  Florida. 

Under  present  regulations,  we  are  not  permitted  to  drive  our  prices  even  lower  and 
give  the  money  back  either  to  the  government  or  the  beneficiary.  Imagine  what  a  market 
without  the  current  restrictions  on  pricing  could  do. 

Medicare  beneficiaries,  and  the  government,  would  benefit  from  competition  and 
choice.  For  example.  The  Prudential  has  an  application  pending  to  enter  the  Nashville 
market,  which  would  make  us  the  first  managed  care  plan  for  Medicare  beneficiaries  in 
that  market.    There  are  67,000  Medicare  beneficiares  in  this  market,  30  percent  of  whom 
does  not  have  Medigap  coverage  because  they  cannot  afford  the  average  premium  of  $80. 
Our  premium  will  be  $35,  and  there  will  be  a  $1,000  drug  benefit  with  a  $7.00  co-pay.  So 
we  would  improve  access  and  coverage  through  reduced  costs. 


Managed  Care  and  Medicare 

There  are  a  number  of  opponents  to  managed  care  who  say  that  managed  care  might 
hold  down  costs,  but  it  does  so  at  the  expense  of  quality  and  access  to  care.  That  simply 
is  not  true. 

Quality  is  something  we  are  all  concerned  about.  In  order  to  compete,  health  plans  are 
being  forced  by  the  marketplace  to  focus  on  quality.  We  have  seen,  in  recent  years,  a 
significant  increase  in  efforts  by  various  private  sector  organizations  to  ensure  that  health 
plans  are  accountable  for  the  quality  of  health  care  that  is  delivered.  They  include  medical 
professional  organizations,  accrediting  bodies,  health  care  purchasers,  medical  care 
organizations,  academic  institutions  and  others. 

For  example.  The  Prudential  has  an  entire  program  built  around  quality  initiatives, 
which  in  part  includes  the  National  Committee  on  Quality  Assurance  (NCQA),  and  the 
Health  Plan  Employer  Data  &  Information  Set  (HEDIS).    The  NCQA  is  an  independent, 
non-profit  organization  that  reviews  and  accredits  managed  health  care  plans.  The 
Prudential  was  the  first  national  health  care  company  to  invite  the  NCQA  to  scrutinize  all 
of  our  health  plans.  Every  aspect  of  our  plans  is  evaluated  ~  the  physicians,  how  we  run 
the  plan,  how  we  monitor  care,  how  we  communicate  with  our  members,  how  we 
communicate  with  our  physicians,  and  the  roles  of  physicians  in  decision-making.  Right 
now,  all  except  three  of  our  plans  are  NCQA  accredited,  and  the  remaining  are  in  process. 
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We  also  use  HEDIS  measures  to  publish  "Report  Cards"  on  all  of  our  plans.    These 
report  cards  focus  on  evaluation  in  five  areas  —  membership,  stability,  utilization  of 
services,  quality  of  care,  access  of  care,  and  member  satisfaction.  We  are  committed  to 
continuing  the  process  annually. 

We  are  engaged  in  these  and  other  quality  initiatives  with  our  private  sector  plans,  and 
We  are  in  discussions  right  now  with  our  health  plans  and  the  NCQA  to  apply  this  same 
process  to  our  Medicare  plans.  We  will  also  gather  HEDIS  data  on  our  Medicare  plans. 
These  initiatives  will  provide  consumers  the  tools  to  make  informed  choices. 

When  it  comes  to  managed  care,  an  important  component  of  quality  is  preventive  care 
and  individualized  service. 

In  Orlando,  we  have  submitted  an  application  to  begin  offering  a  Medicare  risk  plan, 
where  we'll  be  the  only  one  in  the  market  with  a  40-hour  homemaker  services  benefit  in 
which  the  beneficiary  would  receive  help  with  routine  chores,  such  as  cooking  and 
cleaning,  while  he  or  she  recovers  fi'om  an  illness. 

In  Cleveland,  we  have  a  health  educator  whose  sole  job  it  is  to  educate  seniors  in  our 
plan  on  health  issues.  We  just  sponsored  an  aaive  lifestyle  fair  to  teach  seniors  how  to  get 
out  and  about,  and  we  are  currently  sponsoring  a  five-session  seniors  exercise  program  — 
all  in  the  name  of  preventive  care. 


Managed  Care  in  Rural  Areas 

Managed  care  opponents  also  say  that  managed  care  cannot  work  outside  of  tightly 
knit  managed  care  "network"  areas,  such  as  in  rural  areas.  That  simply  is  not  so. 

What  was  unthinkable  just  several  years  ago  is  today  a  reality.  Managed  health  care 
plans  are  expanding  beyond  metropolitan  areas.  Rural  doctors  and  hospitals  are  forming 
partnerships  with  urban  health  plans.  Health  plans  are  expanding  into  rural  areas  to  serve 
small  business  owners  and  their  employees,  teachers,  state  government  workers,  Medicaid 
recipients,  and  military  dependents. 

That  is  good  for  rural  America,  for  several  reasons: 

STABILITY:  Managed  care  plans  build  on  the  smaller  hospitals  and  primary  care 
physicians  that  characterize  rural  America.  They  ofifer  support  at  a  time  when  many 
doctors  are  leaving  rural  areas  and  many  hospitals  are  closing. 
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CHOICE:  In  addition  to  local  physicians  and  hospitals,  health  care  plans  offer  rural 
residents  a  wider  choice  of  providers  beyond  their  valley  or  county.  This  is  particularly 
important  since  specialists  are  far  more  likely  to  locate  in  urban  areas.  The  health  plans 
also  place  great  emphasis  on  training  physician's  assistants  and  nurse  practitioners  to  bring 
a  greater  medical  presence  to  rural  areas. 

'    QUALITY:  Having  a  wide  range  of  medical  specialists  in  metropolitan  areas  will  offer 
rural  residents  greater  quality  health  care.  However,  health  plans  offer  much  more.  By 
focusing  on  prevention,  managed  care  plans  can  frequently  treat  medical  conditions  early, 
which  is  better  for  the  patient.  Managed  care  plans  also  monitor  continuously  quality  to 
see  that  patients  are  receiving  the  right  care  ~  not  too  much,  not  too  little.  The  fee-for- 
service  care  that  most  rural  residents  still  receive  does  little  of  this. 

TECHNOLOGY:  In  the  years  ahead,  telemedicine  promises  to  expand  the 
possibilities  of  medical  treatment.  Managed  care  plans  that  link  urban  hospitals  with  rural 
residents  will  give  patients  greater  opportunity  for  medical  care  --  without  leaving  their 
immediate  area.  This  will  help  in  keeping  rural  hospitals  open,  and  in  turn  that  will  make 
rural  communities  more  attractive  to  businesses. 

COSTS:  Managed  care  is  a  proven  cost-cutter,  simply  because  the  care  that  health 
plans  provide  is  more  efficient.  Everyone  benefits  from  that  —  those  who  receive  the 
health  care  and  those,  like  businesses  or  federal,  state  and  local  governments,  that  pay  for 
it. 

The  restructuring  of  Medicare  could  make  rural  areas  even  more  attractive  to  managed 
health  care  plans.  In  fact,  with  CHAMPUS,  Medicaid,  and  state  employees  all  moving 
quickly  into  managed  care.  Medicare  may  be  the  final  carrot  to  make  managed  care  a 
permanent  part  of  rural  health  care.  And  that  will  mean  better  health  care  for  rural 
Americans. 


What  Needs  to  be  Done 

The  nation  has  taken  a  half  step  toward  the  goals  I  outlined  earlier.  With  the  work  of 
this  committee  and  others,  there  is  a  ripe  opportunity  to  complete  the  journey  toward  a 
modem  Medicare  system  that  is  integrated  with  the  private  health  care  system. 

Rather  than  having  government  mandate  what  care  should  be  provided.  Medicare 
beneficiaries  and  their  doctors  and  other  practitioners  are  the  best  judges.  Let  them 
choose  among  various  plans  on  the  basis  of  which  plan  they  believe  provides  the  most 
appropriate  care.  And  there  ought  to  be  standard  quality  and  performance  measures,  with 
public  information  and  accountability. 
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To  accomplish  this.  Medicare  beneficiaries  should  be  given  a  voucher  from  the 
government  to  choose  among  the  full  spectrum  of  health  plan  options  that  many  private 
sector  employees  now  enjoy. 

Initial  voucher  amounts  should  be  based  on  an  improved  AAPCC  methodology.  As 
soon  as  a  sufficient  number  of  managed  care  plans  have  entered  a  local  Medicare  market, 
MCFA  then  should  set  the  voucher  amount  at  the  average  price  of  the  health  plans  in  that 
area,  based  on  a  bidding  process.  Plans  whose  rates  are  above  the  designated  voucher 
amount  would  charge  beneficiaries  the  premium  difference,  whereas  plans  whose 
premiums  are  below  the  voucher  amount  could  rebate  all  or  part  of  the  difference  to  the 
beneficiary. 

All  of  these  reforms  can  work  on  a  much  bigger  scale  if  cumbersome  statutory 
impediments  are  removed,  HCFA  makes  the  process  straight  forward  for  all  players,  and 
we  are  not  shackled  in  our  ability  to  do  what  we  do  best:  organize  and  deliver  quality 
health  care  services. 

How  feasible  is  it  to  reform  Medicare  on  an  expedited  basis?  The  simple  answer  is 
that  where  there's  a  will,  there's  a  way.  Many  observers  have  talked  lately  about  a 
mandate  fi"om  the  American  people  that  they  want  change  —  they  want  economic  and 
fiscal  policies  and  reforms  that  make  sense.  Introducing  private  sector  health  plans  into 
the  Medicare  system  makes  sense  fi"om  economic  and  quality  perspectives.  Coupled  with 
a  clear  and  well  executed  educational  campaign  for  Medicare  beneficiaries  on  reforms, 
changes  to  Medicare  would  be  successful. 


Conclusion 

To  sum  up,  I  oppose  forcing  older  Americans  to  leave  traditional  Medicare  in  favor  of 
private  health  plans.  What  I  do  support  is  offering  them  choice,  and  making  it  easier  for 
them  to  exercise  that  choice.  Do  not  take  away  the  plain  vanilla  Medicare  system.  Just 
give  beneficiaries  further  choices. 

And  further,  this  strategy  fits  with  your  efiForts  to  constrain  the  cost  of  the  traditional 
Medicare  program,  giving  beneficiaries  the  incentive  to  make  cost-effective  choices  for 
themselves. 

The  bottom  line  is  that  private  plans  can  prove  effective  in  meeting  the  needs  of 
Medicare  beneficiaries,  and  as  they  do.  Medicare  will  be  gradually  converted  into  a  cost- 
effective,  quality  program  based  on  private  plans. 
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I'll  leave  you  with  one  final  thought;  no  group  of  people  deserves  and  needs  their  care 
managed  more  than  seniors.  They  have  the  most  health  care  providers  and  the  greatest 
variety  of  medications.  Their  care  simply  is  more  complicated.  It  is  our  hope  that  you  will 
give  seniors  access  to  the  kind  of  innovative,  competitive,  quality  managed  care  now 
available  in  the  private  sector. 

"     Thank  you  Mr.  Chairman  and  members  of  the  committee  for  your  time.  I  would  be 
happy  to  answer  any  questions  you  might  have. 

8 

Chairman  DOMENICI.  We  stand  adjourned  until  tomorrow  when 
we  have  another  panel. 

[Whereupon,  at  11:35  a.m.,  the  committee  was  adjourned.] 


MEDICARE  SOLVENCY 


THURSDAY,  MAY  4,  1995 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  9:07  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Pete  V.  Domenici 
(chairman  of  the  committee),  presiding. 

Present:  Senators  Domenici,  Grassley,  Bond,  Lott,  Gorton,  Gregg, 
Snowe,  Abraham,  Frist,  Exon,  Lautenberg,  Simon,  and  Murray. 

Staff  present:  G.  WiUiam  Hoagland,  staff  director;  and  Keith 
Hennessey,  economist  for  social  security  and  health. 

For  the  minority:  William  G.  Dauster,  democratic  chief  of  staff 
and  chief  counsel;  and  Sue  Nelson,  director  of  budget  review  and 
analysis. 

OPENING  STATEMENT  OF  CHAIRMAN  DOMENICI 

Chairman  Domenici.  Senator  Exon,  I  was  wondering  if  I  might 
find  something  in  today's  horoscope  that  might  indicate  what  is 
going  on  at  this  hearing  and  maybe  set  some  parameters.  So  I 
want  to  say  my  horoscope  is  Taurus,  and  the  distinguished  Sec- 
retary is  Aquarius.  So  I  thought  what  I  would  do.  Senator 

Senator  Exon.  And  mine  is  Leo. 

Chairman  Domenici.  I  don't  know  whether  we  want  to  read 
yours  here,  but [Laughter.] 

But  I  do  think  I  ought  to  start  with  Aquarius,  if  the  Secretary 
does  not  mind,  since  February  is  before  May,  right? 

It  says,  "Mean  business!  Don't  bluff— people  are  wondering  if  you 
really  mean  it.  Let  there  be  no  guesswork — state  policy  in  no  un- 
certain terms."  This  is  very  important.  Let  me  give  you  the  last 
sentence:  "Invoices  must  be  paid  on  time."  [Laughter.] 

I  wrote  this  myself.  "Profit  marginal." 

Now,  Taurus  says — this  is  probably  for  the  committee,  not  me, 
because  I  already  do  this.  But,  anyway,  it  says,  "Get  the  facts,  fig- 
ures, financial  estimates  prior  to  journey.  Excitable  relative  knows 
plenty,  but  not  entire  truth.  Be  wary,  alert,  ask  questions.  Nec- 
essary to  bring  order  out  of  chaos.  Do  it!" 

Madam  Secretary,  we  welcome  you  and  you  will  be  followed  by 
CBO  Director  O'Neill,  and  we  have  a  vote  at  12:15  today.  Unless 
we  have  a  rash  of  Senators  that  arrive,  we  ought  to  clearly  make 
that  12:15  or  prior  thereto.  And  Henry  Aaron  is  testifying.  So  we 
have  another  panel. 

I  don't  think  I  am  going  to  go  into  a  lot  of  detail  here.  Frankly, 
we  very  much  want  to  produce  a  budget  resolution  that  helps  this 
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country  move  in  the  right  direction.  We  think  it  is  imperative  that 
we  do  so.  And  the  issue  of  medicare  comes  before  us  because  there 
is  no  way  to  avoid  the  fact  that  trustees  have  told  us  that  Medicare 
Part  A  is  slowly  going  bankrupt  and  that  by  2002  we  will  not  be 
able  to  pay  our  bills.  And  I  think  they  have  said  annually  we  are 
paying  out  more  than  we  are  taking  in,  which  I  think  cries  out  for 
reform. 

I  just  want  to  thank  the  Secretary  for  her  service  on  that  Board 
of  Trustees,  and  I  will  merely  set  the  stage  for  this  hearing  by  say- 
ing the  trustees — and  I  re-looked  at  the  report  and  you  joined  in 
that  opinion — made  the  following  statement.  The  trustees  said, 

medicare's  short-term  fiscal  health  requires  either  immediately  increasing  payroll 
taxes  by  44  percent  or,  alternatively,  Congress  could  immediately  decrease  medicare 
spending  by  30  percent. 

That  is  the  two  trustees  that  did  the  calculation  with  reference 
to  how  you  make  it  solvent:  immediately  increase  the  payroll  tax 
by  44  percent  or,  alternatively,  Congress  immediately  decrease 
medicare  spending  by  30  percent. 

Now,  frankly,  I  am  now  hearing  a  lot  of  talk  about.  Do  we  really 
need  to  do  anything  now?  Have  we  really  overpromised  our  senior 
citizens?  Should  we  set  this  aside  and  do  it  at  a  later  time,  or 
should  we  do  it  now? 

The  purpose  of  today's  hearing  is  to  see  if  we  could  solicit  from 
this  Administration  through  the  Secretary  some  cooperation,  some 
ideas  about  how  we  make  this  fund  solvent.  I  do  not  really  believe 
that  this  Secretary  can  honestly  say  that  we  do  not  have  to  do  any- 
thing. I  just  do  not  believe  that  is  a  true  statement.  And  I  do  not 
believe  the  President  for  whom  she  works  would  agree  with  that 
statement.  As  a  matter  of  fact,  fellow  Senators,  I  believe  yesterday 
the  President  of  the  United  States  made  a  statement.  We  have  the 
quotes,  and  I  would  like  to  put  it  in  the  record. 

The  President  said  yesterday  that,  "Current  medicare  policies 
cannot  be  sustained."  He  said  that,  "On  medicare,  the  status  quo 
is  not  an  option."  I  agree  with  the  President. 

Senator  Exon,  I  5deld  to  you. 

OPENING  STATEMENT  OF  SENATOR  EXON 

Senator  ExON.  Mr.  Chairman,  thank  you  very  much.  I  certainly 
want  to  start  out  by  welcoming  Secretary  Shalala  and  the  following 
panel  of  Dr.  O'Neill  and  Dr.  Aaron. 

Today's  hearing  is  a  most  important  one.  I  want  to  thank  Dr. 
Aaron  for  rearranging  his  schedule  on  very  short  notice.  Members 
are  very  grateful  for  his  consideration. 

I  am  sure  that  the  testimony  will  shed  further  light,  hopefully, 
on  the  problems  confronting  medicare  and  the  system  and  its  bene- 
ficiaries. 

Let  me  make  it  clear  at  the  beginning,  Mr.  Chairman,  that  my 
comments  are  not  aimed  at  the  Chairman  nor  any  others  under  the 
Taurus  sign.  I  do  not  want  to  get  into  difficulty  with  a  whole  group 
of  people.  But  I  certainly  must  say  that  I  hope — and  I  would  chal- 
lenge you,  the  members  of  this  distinguished  and  knowledgeable 
panel,  to  try  and  bring  some  sense  out  of  this  whole  discussion  on 
the  upcoming  insolvency  of  the  Medicare  Trust  Fund  that  is  not  a 
new  or  suddenly  discovered  dilemma. 
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As  I  clearly  outlined  here  yesterday  and  proved,  I  think  beyond 
any  possible  doubt,  it  has  been  clearly  documented  for  years  that 
the  fund  would  go  bust  around  the  year  2000. 

Now  here  we  are  in  1995  wringing  our  hands  in  desperation 
about  the  bankruptcy  of  the  fund  by  the  year  2000  to  2002  and  lis- 
tening to  proposals  from  the  Contract  with  America  folks  in  the 
House  to  cut  spending  on  medicare  by  $250  to  $300  billion  and, 
rather  than  pay  needy  seniors'  medical  bills,  give  most  of  it  to  the 
wealthiest  Americans  in  the  form  of  a  tax  cut  bonanza. 

Does  this  panel  agree  that  such  a  proposal  makes  no  sense  if  we 
are  truly  concerned  about  seniors  and  their  health  care  services? 

Yesterday  we  heard  about  the  fingmcial  security  of  the  Medicare 
Trust  Fund.  We  heard  about  program  costs.  We  heard  about  fi- 
nancing. We  heard  about  demographics.  How  about  people? 

Today  I  hope  we  can  put  a  human  face  on  the  population  that 
medicare  serves.  After  all,  this  is  not  just  a  debate  on  bean 
counters.  At  the  root  of  this  debate  should  be  a  commitment  to  pro- 
tecting medicare  beneficiaries,  both  present  and  future. 

Yesterday  I  was  struck  by  the  testimony  of  Karen  Davis,  the 
president  of  the  Commonwealth  Fund.  She  correctly  framed  the  de- 
bate about  the  future  of  medicare.  As  Ms  Davis  testified,  it  is  par- 
ticularly important  to  keep  in  mind  an  accurate  picture  of  the  peo- 
ple that  medicare  serves.  And  that  portrait  should  be  troubling  to 
all  who  are  concerned  about  medicare  and  America's  elderly. 

For  example,  83  percent  of  the  medicare  outlays  go  to  bene- 
ficiaries with  incomes  of  $25,000  a  year  or  less.  Moreover,  the  el- 
derly pay  far  more  for  their  own  health  care  than  non-elderly.  On 
average,  elderly  households  spend  12  percent  of  their  incomes  for 
out-of-pocket  health  care  versus  3.7  percent  for  non-elderly  house- 
holds. 

I  would  like  to  hang  that  portrait  in  the  committee  room  as  we 
debate  cuts  in  medicare.  Some  of  us  keep  hearing  and  are  told  that 
we  have  to  cut  $250  to  $300  billion  from  medicare  to  postpone 
medicare's  insolvency.  That  is  akin  to  burning  down  the  church  so 
that  we  can  have  a  more  effective  service  next  Sunday. 

If  insolvency  is  really  the  problem,  then  we  should  shore  up  med- 
icare for  another  5  years,  possibly  by  shifting  home  health  care 
from  Hospital  Insurance  to  Supplement  Medical  Insurance. 

Granted,  it  is  only  a  temporary  solution,  but  we  are  not  talking 
about  doing  anything  along  these  lines,  and  sometimes  I  wonder 
why. 

It  is  obvious  what  is  going  on.  The  answer  is  as  obvious  as  a  con- 
nector of  dots  on  a  puzzle,  which  is  very  simple.  The  House  Repub- 
licans' cut  of  $355  billion  goes  to  tax  cuts.  They  have  to  come  up 
with  massive  spending  cuts  to  pay  this  out  to  America's  wealthiest 
citizens.  And  all  of  a  sudden,  they  are  proposing  the  $250  to  $305 
billion  cuts  in  medicare.  The  connection  is  clear.  All  contracts  on 
America  roads  lead  back  to  the  tax  cut.  I  hope  the  American  people 
ask  the  tough  questions  that  I  am  going  to  be  asking  today. 

While  51  percent  of  the  Republican  tax  cut  goes  to  Americans 
with  incomes  over  $100,000,  53  percent  of  those  who  receive  medi- 
care are  older  Americans  with  incomes  under  $15,000  a  year. 
Whom  should  we  help  when  we  write  the  budget?  To  this  Senator, 
the  answer  is  very  clear. 
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I  hope,  too,  that  our  witnesses  will  address  the  issue  of  cuts  to 
beneficiaries  and  how  this  affects  cost  shifting.  During  the  debate 
on  unfunded  mandates,  we  discussed  at  length  passing  the  buck 
without  the  bucks.  Are  we  doing  the  same  thing  by  slashing  medi- 
care while  not  dealing  with  the  overall  question  of  health  care  re- 
form? Are  we  not  passing  the  responsibility  on  to  our  families  and 
our  frailest  citizens? 

I  hope  that  we  can  take  a  wary  view  of  the  managed  care  and 
proposals  to  convert  medicare  to  a  voucher  system.  Some  of  my  col- 
leagues are  treating  managed  care  and  choice  as  the  savior  of  the 
Medicare  System.  I  am  interested  in  getting  from  our  witnesses  an 
honest  assessment  of  managed  care.  I  am  not  interested  in  buying 
another  pig  in  a  poke. 

So,  once  again,  I  welcome  our  witnesses.  I  think  this  is  a  tremen- 
dously important  hearing,  Mr.  Chairman.  I  thank  you  for  calling  it. 
I  am  looking  forward  with  great  interest  to  the  testimony. 

Chairman  DOMENICI.  Thank  you  very  much. 

Since  we  do  not  have  a  great  number  of  Senators,  do  you  all 
want  to  have  brief  opening  remarks,  or  would  you  rather  proceed? 

Senator  Abraham.  Let's  proceed. 

Chairman  DoMENici.  Secretary  Shalala,  we  welcome  you.  You 
have  prepared  testimony,  I  assume? 

Secretary  Shalala.  I  do.  I  will  submit  that  for  the  record,  and 
I  have  a  shorter  version  of  it  for  my  oral  presentation. 

Chairman  Domenici.  Thank  you  very  much. 

STATEMENT  OF  HON.  DONNA  E.  SHALALA,  SECRETARY, 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Secretary  Shalala.  Mr.  Chairman  and  members  of  the  commit- 
tee, thank  you  for  the  opportunity  to  testify  before  you  on  the  HI 
Trust  Fund. 

Before  I  begin  the  discussion  let  me  call  to  the  committee's  atten- 
tion to  a  matter  in  which  I  know  you  have  great  interest.  Yester- 
day, before  the  White  House  Conference  on  Aging,  the  President 
announced  as  part  of  the  Vice  President's  reinvention  of  Govern- 
ment initiative  that  the  Administration  has  formed  a  multi-State 
effort  to  identify  cases  of  medicare  and  medicaid  fraud  and  to  pros- 
ecute and  punish  those  who  willingly  cheat  the  Government  and 
victimize  the  public. 

It  is  actually  an  unprecedented  partnership  of  Federal,  State, 
and  private  agencies  in  five  States.  Those  States  have  nearly  40 
percent  of  all  medicare  and  medicaid  beneficiaries  and  much  of  the 
growth  in  a  couple  of  areas  where  we  have  some  deep  concerns 
about  fraud.  The  States  are  New  York,  Florida,  Illinois,  Texas,  and 
California. 

For  every  dollar  we  spend  on  this  effort,  we  will  save  $6  to  $8. 
It  is  an  effort  that  makes  fiscal  sense  and  will  assure  all  Americans 
that  we  will  not  tolerate  these  crimes  against  our  seniors  and 
against  our  trust  fund. 

Mr.  Chairman,  turning  to  the  matter  of  toda/s  hearing,  I  want 
to  quote  Franklin  Roosevelt,  who,  of  course,  gave  voice  and  vision 
to  this  country's  desire  to  provide  income  and  health  security  to 
older  Americans.  Roosevelt  once  write,  "As  Americans,  we  always 
hope  there  is  a  better  life,  a  better  world  beyond  the  horizon." 
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Reaching  that  horizon,  of  course,  and  protecting  our  older  Ameri- 
cans brings  us  here  today. 

My  fellow  medicare  trustees  and  I  recently  reported  that  the  HI 
Trust  Fund  will  be  depleted  in  the  year  2002,  The  Clinton  adminis- 
tration believes  that  this  is  a  major  problem  that  deserves  serious 
bipartisan  attention. 

Let  me  begin  by  describing  the  HI  Trust  Fund  and  the  services 
it  supports  for  older  Americans.  The  fund  primarily  pays  for  inpa- 
tient hospital  care  and  also  covers  expenditures  for  home  health 
services  for  skilled  nursing  care  and  for  hospice  care.  In  1994,  it 
paid  for  $104  billion  in  services  for  32  million  aged  and  4  million 
disabled  beneficiaries. 

The  trust  fund  is  financed  primarily  by  payroll  taxes.  Employees 
contribute  1.45  percent  of  wages,  and  there  is  a  matching  contribu- 
tion by  employers. 

However,  in  the  years  to  come,  trust  fiind  expenditures  are  pro- 
jected to  rise  more  rapidly  than  trust  fund  revenues,  and  this  is  be- 
cause of  a  current  and  anticipated  future  increase  in  the  number 
and  the  complexity  of  medical  services. 

Driving  the  expected  imbalance  between  expenditures  euid  reve- 
nues is,  of  course,  the  demographic  shift  that  will  occur  with  the 
aging  of  the  baby  boom  generation.  As  that  shift  occurs,  a  larger 
percentage  of  our  population  will  be  eligible  for  medicare,  and  a 
correspondingly  smaller  percentage  will  pay  the  taxes  that  support 
the  trust  fund. 

What  does  this  mean?  The  1995  HI  Trustees  Report  projects 
roughly  another  7  years  of  solvency.  The  fund  is  exhausted  in  2002. 

These  are  well-understood  trends.  Over  the  past  15  years,  the 
trustees  have  projected  the  date  of  insolvency  to  be  anywhere  from 
1987  to  2005,  and  each  year  they  recommended  that  Congress  take 
action  to  protect  the  fund. 

When  this  President  took  office  January  20,  1993,  he  inherited 
an  escalating  deficit  and  a  Medicare  Trust  Fund  that  was  projected 
to  be  insolvent  in  1999.  Twenty-seven  days  later,  he  proposed  and 
then  helped  to  pass  a  historic  deficit  reduction  plan:  the  Omnibus 
Budget  Reconciliation  Act  of  1993.  That  included  several  strong 
policies  to  strengthen  the  economy  and  the  trust  fund.  Indeed, 
these  proposals  pushed  out  the  insolvency  date  by  3-  full  years. 

Unfortunately,  the  only  proposal  that  we  have  heard  thus  far — 
and  this  was  specifically  in  the  House  Contract  with  America — that 
specifically  addresses  the  Medicare  Trust  Fund  would  weaken  it 
and  undo  some  of  the  progress  made  in  OBRA  1993. 

It  is  ironic  that  those  who  are  suddenly  interested  in  the  plight 
of  the  Medicare  Trust  Fund  have  now  advocated  policies  that  make 
the  insolvency  of  the  fund  more  difficult. 

The  fact  is  that  any  significant  changes  in  medicare,  whether  in 
the  fin£uicing,  in  the  eligibility,  in  the  benefit  provisions,  or  in  pay- 
ment rates,  will  affect  the  entire  health  care  system  in  this  coun- 
try. Therefore,  this  Administration  believes  that  strong  action  to 
avoid  depletion  of  the  HI  Trust  Fund  should  not  be  undertaken  by 
looking  at  medicare  alone.  Instead,  we  believe  that  we  must  con- 
sider the  issue  in  the  larger  context  of  health  reform,  as  the  trust- 
ees themselves  recommended. 
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We  need  an  approach  to  protecting  medicare  that  is  bold  and  bal- 
anced. The  President  has  repeatedly  called  for  meaningful  biparti- 
san action  on  health  reform,  but  so  far,  the  reply  from  our  friends 
on  the  other  side  of  the  aisle  has  been  only  silence. 

Let  there  be  no  mistake:  Solutions  focused  solely  on  medicare 
could  cause  great  harm.  Let  me  give  you  a  few  examples. 

Reductions  in  payments  to  health  professionals  would  have  sig- 
nificant effects  on  their  overall  financial  condition.  This  is  particu- 
larly true  for  caregivers  whose  patients  are  predominantly  medi- 
care beneficiaries  or  uninsured  people,  whether  located  in  inner 
cities  or  rural  America. 

In  fact,  large  reductions  in  medicare  payments  would  have  a  dev- 
astating effect  on  urban  hospitals  that  are  already  providing  a  dis- 
proportionate share  of  uncompensated  care. 

According  to  the  National  Association  of  Public  Hospitals,  in 
1991  medicare  accounted  for  a  bigger  share  of  net  operating  reve- 
nues than  private  payers  for  those  hospitals. 

Large  reductions  in  medicare  payments  could  also  endanger 
rural  hospitals.  Nearly  10  million  medicare  beneficiaries,  25  per- 
cent of  the  total,  live  in  rural  America  where  there  is  often  only 
a  single  hospital  in  their  county.  These  rural  hospitals  tend  to  be 
small,  and  they  tend  to  serve  primarily  medicare  patients. 

Significant  reductions  in  medicare  revenues  will  cause  many  of 
these  hospitals,  which  are  already  in  financial  distress,  to  close  or 
to  turn  to  local  taxpayers  to  increase  what  are  often  substantial 
local  subsidies  already. 

Rural  residents  are  more  likely  than  urban  residents  to  be  unin- 
sured. The  practice  of  offsetting  the  effects  of  medicare  cuts  by 
shifting  costs  to  private  payers  is  more  difficult  for  small  rural  hos- 
pitals. 

Moreover,  rural  hospitals  are  often  the  largest  employer  in  their 
communities.  Closing  them  will  result  in  job  loss  and  physicians 
leaving  these  communities. 

Other  providers  may  shift  their  costs  onto  payers  who  do  not 
have  the  market  power  to  negotiate  advantageous  rates.  This 
means  that  ultimately  many  small  businesses  and  individuals — 
those  Americans  who  are  already  paying  the  highest  health  insur- 
ance premiums — will  shoulder  even  larger  shares  of  health  care 
costs. 

Large  cuts  in  medicare  could  also  hurt  beneficiaries.  About  75 
percent  of  medicare  beneficiaries  have  incomes  below  $25,000  a 
year.  For  the  typical  beneficiary,  out-of-pocket  health  costs  rep- 
resent 21  percent  of  their  income.  Increasing  out-of-pocket  costs 
would  be  the  equivalent  of  reducing  their  Social  Security. 

Attempts  to  restore  the  solvency  of  the  trust  fund  cannot  under- 
mine our  commitment  to  provide  health  security  for  older  Ameri- 
cans, right  now  and  in  the  future. 

The  Administration  takes  seriously  its  responsibility  to  current 
and  future  medicare  beneficiaries  to  ensure  the  solvency  of  the 
trust  fund.  The  Health  Care  Financing  Administration  continues  to 
make  many  program  changes  to  improve  the  efficiency  of  the  Medi- 
care System.  As  a  result,  on  a  per-enrollee  basis,  medicare  grew  at 
a  slower  rate  than  the  private  sector  between  1984  and  1993 — 7.7 
percent  compared  to  the  private  sector's  9.8  percent. 
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As  we  address  these  issues,  we  must  remember  that  medicare 
does  not  stand  alone.  It  is  an  integral  part  of  a  larger  health  care 
system,  a  public-private  partnership  to  deliver  health  care  in  this 
country,  as  well  as  an  integral  part  of  the  Federal  budget. 

For  this  reason,  if  the  Republicans  want  to  strengthen  the  Medi- 
care Trust  Fund,  they  must  pass  a  budget  resolution  that  specifies 
how  they  plan  to  balance  the  budget  and  pay  for  any  proposed  tax 
cuts.  They  must  acknowledge  that  any  multi-billion-dollar  cut  in 
medicare  would  be  unnecessary  if  they  did  not  have  to  pay  for  a 
7-year  tax  cut  of  up  to  $345  billion  that  goes  predominantly  to  well- 
to-do  Americans,  and  they  must  acknowledge  that  the  only  way  to 
resolve  the  problem  surrounding  medicare  is  within  the  context  of 
health  care  reform. 

Yesterday,  in  his  speech  at  the  White  House  Conference  on 
Aging,  the  President  challenged  all  of  us  to  put  aside  the  partisan 
differences  and  address  the  long-term  needs  of  medicare  and  med- 
icaid. He  was  very  clear  in  saying  that  we  do  not  support  the  sta- 
tus quo,  and  he  was  equally  clear  that  he  does  not  support  propos- 
als that  will  slash  these  programs  and  worsen  the  health  care 
available  to  hard-working  American  families.  He  emphasized  that 
we  must  put  the  American  people  first. 

Let  me  quote  the  President  when  he  said,  "I  will  evaluate  propos- 
als to  change  medicare  and  medicaid  based  on  the  issues  of  cov- 
erage, of  choice,  of  quality,  and  of  affordability." 

With  these  principles  in  mind,  we  look  forward  to  working  with 
the  Congress  to  develop  lasting  solutions  to  medicare's  fiscal  prob- 
lems, to  reaching  for  a  horizon  in  which  all  Americans  enjoy  long- 
term  health  security. 

Thank  you,  and  I  would  be  happy  to  answer  any  questions  you 
may  have. 

Chairman  DOMENICI.  Thank  you  very  much,  Madam  Secretary. 

[The  prepared  statement  of  Secretary  Shalala  follows:] 
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MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 


Thank  you  for  the  opportunity  to  testify  today  on  the  Hospital  Insurance  (HI)  and 
Supplementary  Medical  Insurance  (SMI)  trust  funds. 

As  you  know,  my  fellow  Medicare  trustees  and  !  recently  reported  that  the  HI 
trust  fund  will  be  depleted  in  2002.    While  the  HI  trust  fund  financial  balance  is  a 
significant  problem  and  deserves  our  serious  attention,  let  me  also  remind  you  that  (1) 
this  is  not  a  new  problem  and  (2)  the  projected  life  of  the  trust  fund  has  been  extended 
for  three  years  since  1993. 

Due  to  the  actions  taken  in  the  Omnibus  Budget  Reconciliation  Act  of  1993 
(OBRA  93)  and  a  stronger-than-expected  economy  in  1994,  Trust  Fund  depletion  has 
been  delayed  from  1999  to  2002.    Even  with  these  improvements,  however,  the  Trustees 
continue  to  foresee  financial  problems  in  the  future  for  the  HI  Trust  Fund. 

As  I  noted,  the  Trustees'  trends  and  projections  have  occurred  before  and  are  not 
surprising.    In  the  course  of  the  past  15  years,  the  Trustees  have  predicted  near-term 
financial  problems  for  the  trust  funds  and  recommended  that  Congress  take  action  to 
slow  the  growth  of  Medicare  spending  to  assure  trust  fund  solvency.    While  we  have 
worked  with  Congress  to  improve  the  outlook  of  the  trust  fund,  broader  issues  of  health 
care  cost  and  access  limit  how  much  more  we  can  accomplish  through  Medicare 
reductions  in  growth  alone. 

We  are  concerned  that  solutions  focused  solely  on  Medicare  would  severely  strain 
many  of  our  fragile  health  care  delivery  systems  in  rural  and  inner-city  communities  and 
could  result  in  cost  shifting  to  small  businesses  and  individuals.    We  must  therefore 
consider  this  issue  in  the  context  of  health  reform. 

Today,  I  will  focus  primarily  on  the  solvency  of  the  HI  trust  fund.    Although  the 
Trustees'  Report  addresses  cost  growth  in  both  the  HI  and  the  SMI  trust  funds,  the  issue 
of  greatest  concern  is  the  HI  trust  fund's  solvency.    I  look  forward  to  working  with 
Congress  to  strengthen  the  Medicare  program  in  the  context  of  broader  reforms  to  assure 
that  Medicare  remains  stable  now  and  in  the  future. 


Description  and  Background  Information  on  the  Trust  Funds. 

Let  me  begin  by  describing  the  HI  trust  fund  and  the  services  it  supports  for 
Medicare  beneficiaries.    The  HI  Trust  Fund  primarily  pays  for  inpatient  hospital  care,  but 
it  also  covers  expenditures  for  home  health  services,  skilled  nursing  care,  and  hospice 
care.    In  1994,  the  HI  Trust  Fund  paid  for  $104.5  billion  in  services  for  32  million  aged 
and  4  million  disabled  beneficiaries. 
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The  HI  Trust  Fund  is  financed  primarily  by  payroll  taxes.    Employees  contribute 
1.45  percent  of  wages,  and  there  is  a  matching  contribution  by  employers.    Self- 
employed  individuals  contribute  2.9  percent  of  self-employment  income.    OBRA  93 
removed  the  ceiling  on  the  amount  of  earnings  that  are  taxable;  consequently,  this  tax 
applies  to  all  earnings.    The  Trust  Fund  also  receives  income  from  interest  earnings  on  its 
assets,  revenue  from  taxation  of  Social  Security  benefits,  and  from  miscellaneous  sources. 

Trust  Fund  expenditures  are  projected  to  rise  more  rapidly  than  Trust  Fund 
revenues.    Anticipated  increases  in  the  number  and  complexity  of  medical  services  are 
expected  to  continue  to  increase  expenditure  growth  rates.    Driving  the  expected 
imbalance  between  expenditures  and  revenues  is  the  demographic  shift  that  will  occur 
with  the  aging  of  the  baby  boom  generation.    A  larger  percentage  of  our  population  will 
be  eligible  for  Medicare,  and  a  correspondingly  smaller  percentage  will  be  paying  the 
taxes  that  support  the  Trust  Fund. 

What  does  this  mean?    The  1995  HI  Trustees  Report  projects  roughly  another  7 
years  of  solvency.    The  fund  is  exhausted  in  2002.    Over  the  75  year  long-range 
projection  period,  the  income  as  a  percent  of  taxable  payroll  remains  relatively  level 
while  the  cost  rate  rises  steadily. 

These  are  well-understood  trends;  there  is  nothing  new  in  this  most  recent 
Trustees'  Report.    Over  the  past  1 5  years,  the  Trustees  have  projected  the  date  of 
insolvency  to  be  anywhere  from  1987  to  2005,  and  each  year  they  recommend  that 
Congress  take  action  to  protect  the  fund.    As  I  noted  earlier,  in  part  due  to  provisions  in 
OBRA  93,  Trust  Fund  depletion  has  been  delayed  to  2002. 

OBRA  93  eliminated  the  maximum  earnings  cap  for  the  HI  program,  so  that  the 
Hi  tax  now  applies  to  all  earnings.    It  also  achieved  $55  billion  in  savings  from  the 
Medicare  program,  about  $30  billion  of  which  came  from  providers  who  are  paid 
through  the  HI  Trust  Fund.    In  addition,  OBRA  93  increased  the  maximum  proportion  of 
Old-Age,  Survivors,  and  Disability  insurance  (OASDI)  benefits  subject  to  Federal  income 
taxes  from  50  percent  to  85  percent,  for  only  those  beneficiaries  with  the  highest 
incomes.    Revenues  generated  by  this  provision  are  dedicated  solely  to  the  HI  Trust 
Fund.    Unfortunately,  as  part  of  its  Contract  with  America,  the  House  has  voted  to  repeal 
the  change  in  the  taxation  of  OASDI  benefits.    It  is  ironic  that  those  who  are  suddenly 
interested  in  the  plight  of  the  Medicare  trust  fund  have  advocated  policies  that 
exacerbate  the  insolvency  of  the  Medicare  trust  fund. 
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Effective  Solutions  Require  Broader  Health  Care  Reform 

Any  significant  changes  in  the  Medicare  program,  whether  in  the  financing, 
eligibility,  benefit  provisions  or  payment  rates,  will  affect  the  entire  health  care  system. 
Therefore,  this  administration  believes  that  strong  action  to  avoid  depletion  of  the 
Hospital  Insurance  Trust  Fund  should  not  be  undertaken  by  looking  at  Medicare  alone. 

Reductions  in  payments  to  providers  would  have  significant  effects  on  providers' 
overall  financial  condition.    This  is  especially  true  for  providers  whose  patients  are 
predominantly  Medicare  beneficiaries  or  providers  who  also  treat  uninsured  persons, 
whether  located  in  inner  cities  or  rural  areas. 

•  Large  reductions  in  Medicare  payments  would  have  a  devastating  effect  on  a 
significant  number  of  urban  safety-net  hospitals.    These  hospitals  already  are 
bearing  a  disproportionate  share  of  the  nation's  growing  burden  of 
uncompensated  care. 

For  large  urban  public  hospitals,  which  are  heavily  used  by  Medicaid  and 
self-pay  patients.  Medicare  is  an  important  source  of  adequate  payment. 
According  to  the  1994  Special  Report  of  the  National  Association  of  Public 
Hospitals,  while  Medicare  in  1991  was  the  payer  for  only  1 1  percent  of 
discharges  in  these  institutions,  it  accounted  for  almost  20  percent  of  net 
operating  revenues. 

For  these  hospitals  on  average,  in  1991  Medicare  accounted  for  a  bigger 
share  of  net  operating  revenues  than  private  payers. 

•  Large  reductions  in  Medicare  payments  could  also  endanger  rural  hospitals. 

Nearly  10  million  Medicare  beneficial  ies  (25  percent  of  the  total)  live  in 
rural  America  where  there  is  often  only  a  single  hospital  in  their  county. 
These  rural  hospitals  tend  to  be  small  and  to  serve  primarily  Medicare 
patients. 

Significant  reductions  in  Medicare  revenues  will  cause  many  of  these 
hospitals,  which  already  are  in  financial  distress,  to  close  or  to  turn  to  local 
taxpayers  to  increase  what  are  often  substantial  local  subsidies. 

Rural  residents  are  more  likely  than  urban  residents  to  be  uninsured.    As  a 
result,  offsetting  the  effects  of  Medicare  cuts  by  shifting  costs  to  private 
payers  is  more  difficult  for  small  rural  hospitals. 

Rural  hospitals  are  often  the  largest  employer  in  their  communities;  closing 
these  hospitals  will  result  in  job  loss  and  physicians  leaving  these 
communities. 
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Other  providers  may  shift  their  costs  onto  payers  who  do  not  have  the  market 
power  to  negotiate  advantageous  rates.    This  means  that  ultimately  many  small 
businesses  and  individuals  -  those  Americans  who  are  already  paying  the  highest  health 
insurance  premiums  in  the  nation  -  will  shoulder  an  even  larger  share  of  health  care 
costs. 

Large  reductions  in  Medicare  reimbursements  to  providers  could  also  hurt 
beneficiaries.    Significantly  cutting  payment  rates  to  providers  might  restrict  access  for 
beneficiaries  as  providers  would  be  less  willing  to  provide  services  to  them.    Further, 
low  income  beneficiaries  would  be  the  hardest  hit.    According  to  AARP,  out-of-pocket 
health  costs  represent  21  percent  of  income  for  those  over  65  years.    In  addition,  over  75 
percent  of  Medicare  beneficiaries  have  incomes  below  $25,000.     Medicare  reductions 
could  increase  the  cost  burden  of  the  nation's  most  vulnerable  elderly  -  the  low-income. 
Such  increases  become  the  equivalent  of  reducing  their  Social  Security.  | 

Attempts  to  restore  the  solvency  of  the  trust  fund  cannot  undermine  Medicare's 
commitment  to  access  to  care  for  elderly  persons.    We  should  take  care  that  any  efforts 
to  extend  the  solvency  of  the  trust  fund  do  not  put  Medicare  beneficiaries  at  undue  risk, 
but  at  the  same  time  protect  the  program  for  them  in  the  future. 

Only  through  focusing  on  the  entire  health  system  will  we  be  able  to  address 
issues  within  Medicare  and  preserve  access  for  Medicare  beneficiaries  and  underserved 
populations. 

The  Administration  takes  seriously  its  responsibility  to  current  and  future  Medicare 
beneficiaries  to  insure  the  solvency  of  the  trust  fund.    The  Health  Care  Financing 
Administration  (HCFA)  continues  to  make  many  program  changes  to  improve  the 
efficiency  of  the  Medicare  system.    For  example,  hospital  prospective  payment  has 
contributed  to  slowing  the  increase  in  Medicare  expenditures  for  hospital  services.    As  a 
result,  on  a  oer-enrollee  basis.  Medicare  grew  at  a  slower  rate  than  the  private  sector 
between  1984  and  1993  -  7.7  percent  compared  to  the  private  sector's  9.8  percent. 

As  we  address  these  issues,  we  must  remember  that  Medicare  does  not  stand 
alone.    It  is  an  integral  part  of  a  larger  health  care  system,  and  its  solvency  should  be 
addressed  only  in  the  context  of  that  larger  system.    Broader  health  care  reform  will 
occur  only  if  we  work  on  a  bipartisan  basis.    The  Administration  looks  forward  to 
working  with  the  Congress  to  develop  lasting  solutions  to  Medicare's  fiscal  problems. 
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Chairman  DOMENICI.  I  guess  I  am  kind  of  confused.  The  conclu- 
sions in  your  trustees  report,  the  trustees  report  says  to  bring  the 
HI  Program  into  actuarial  balance,  even  for  the  first  25  years,  re- 
quires an  increase  in  the  payroll  tax  of  44  percent.  So  either  out- 
lays would  have  to  be  reduced  by  30  percent  or  income  increased 
by  44  or  some  combination  thereof. 

Now,  Madam  Secretary,  you  as  Secretary  of  Health,  you  are 
charged  with  making  sure  that  this  program  is  available  not  only 
now,  but  to  put  it  on  a  financial  footing  so  that  individuals  turning 
65  today  would  know  they  still  have  the  Medicare  program  not  only 
7  years  from  now  but  when  they  reach  72  and  then  82  and  92. 
Wouldn't  your  objective  be  to  in  some  way  improve  change,  alter 
the  program  so  it  might  be  there?  Do  you  think  there  is  any  way 
that  we  can  tell  seniors  that  is  the  case  v^thout  doing  what  you 
recommended? 

Secretary  Shalala.  Mr.  Chairman,  that  is  exactly  what  we  have 
been  doing,  taking  incremental  steps.  And  let  me  point  out  and  re- 
peat what  I  said  in  my  testimony. 

From  the  moment  this  Administration  took  office,  in  the  first 
OBRA  1993,  we  took  steps  to  add  years  and  to  strengthen  the  sol- 
vency of  the  program.  In  addition  to  that,  in  the  President's  own 
health  care  reform  proposal  that  integrated  both  the  public  and  the 
private  system  and  recognized  the  interrelationship  between  medi- 
care and  the  private  health  care  system,  those  recommendations, 
if  passed,  would  have  added  additional  years. 

The  third  thing  we  have  done 

Chairman  DOMENICI.  Madam  Secretary,  I  know  all  about  that, 
but  the  point  is  that  was  turned  down  overwhelmingly,  not  only  by 
Congress  but  the  people  of  the  United  States  said  they  didn't  want 
that  program.  Now,  are  we  going  to  hold  medicare  hostage  waiting 
for  another  Presidential  program  to  reform  £dl  of  health  care? 

Secretary  Shalala.  We  are  not.  In  fact,  the  third  thing  that  we 
have  done  is  to  take  a  series  of  incremental  steps  in  the  Medicare 
program  itself,  both  in  the  efficiencies  of  the  program  and  in  the 
payment  schedule  of  the  program.  And  as  you  well  know,  the  base- 
line for  the  Medicare  program  has  come  down  in  the  last  2  years, 
which  in  itself  is  a  reflection  of  very  strong  management  steps  and 
the  health  of  the  economy.  And  it  is  considerably  below  what  was 
projected. 

Finally,  the  President  himself  in  December  and  again  in  his 
State  of  the  Union  speech  and  again  yesterday  has  indicated  that 
he  believes  both  the  solvency  of  the  Medicare  System  ought  to  be 
discussed  within  the  context  of  incremental  health  care  reform  be- 
cause of  the  implications  of  what  we  do  in  medicare  for  the  private 
health  care  system.  That  should  be  done  in  a  bipartisan  manner. 

So  that  we  have  already  demonstrated  we  have  taken  steps,  and 
the  President  has  already  indicated  that  he  is  prepared  to  partici- 
pate in  a  process. 

Chairman  Domenici.  Now,  wait  a  minute.  Madam  Secretary.  I 
have  run  out  of  time,  even  though  I  am  chairman,  and  I  do  have 
a  few  questions.  And  I  appreciate  your  marvelous  understanding  of 
what  you  think  this  problem  is.  We  just  do  not  necessarily  agree 
on  the  tactics  of  how  to  solve  it. 
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But  let  me  just  make  sure  that  I  understand.  You  said  the  Presi- 
dent indicated  that  this  is  a  problem  and  he  wants  to  solve  it  in 
a  bipartisan  manner.  Are  you  suggesting  that  that  is  conditional 
upon  that  bipartisan  commission  solving  the  health  care  problems 
of  America? 

Secretary  Shalala.  No,  sir. 

Chairman  DOMENICI.  So  are  you  sajdng  the  President  is  willing 
to  work  with  the  Congress,  Democrats  and  Republicans,  to  try  to 
make  medicare  Part  A  solvent?  Or  are  you  saying  there  are  some 
other  conditions? 

Secretary  Shalala.  No;  I  am  saying  that  the  President  did  lay 
out  some  conditions:  first,  that  we  would  like  to  see  the  budget  res- 
olution because  we  would  like  to  make  sure  that  the  medicare  cuts 
are  not  being  used  to  finance  tax  cuts.  He  has  also  indicated  that 
he  believes  that  this  discussion  ought  not  to  be  a  narrow  one  about 
Part  A,  but  a  slightly  broader  one  about  health  care  reform  in  gen- 
eral because  of  the  implications  for  what  we  do  on  medicare  for  the 
private  sector,  and  that  he  is  prepared  to  participate  in  a  biparti- 
san discussion  if  those  conditions  are  met,  and  he  has  laid  out 
some  criteria  in  the  speech  yesterday  that  suggest  that  he  is  con- 
cerned, obviously,  about  accountability  and  about  cost  containment. 
In  his  speech,  he  listed  all  of  those. 

So  he  has  laid  out  some  conditions. 

Chairman  DOMENICI.  Madam  Secretary,  we  are  right  back  to  the 
point  that  if  he  is  going  to  work  in  a  bipartisan  manner  or  be  part 
of  a  commission,  you  have  just  stated  one  of  the  conditions  is  that 
we  work  in  a  more  comprehensive  manner,  not  just  on  medicare. 
Is  that  what  you  are  sajdng? 

Secretary  SHALALA.  Well,  let  me  say  that 

Chairman  DOMENICI.  Would  you  just  say  yes  or  no? 

Secretary  Shalala.  The  answer  is  no,  that  we  have  not  commit- 
ted ourselves  to  a  commission.  We  have  committed  ourselves  to 
working  with  Congress  once  the  budget  resolution  is  out,  if  the  con- 
text is  broad  enough  and  it  includes  more  than  the  narrow  ap- 
proach to  look  just  at  the  Medicare  System. 

Chairman  DOMENICL  Let  me  just  ask  two  questions.  Whether  or 
not  this  committee  reports  out  a  budget  resolution  with  tax  cuts  in 
it  or  not,  you  are  addressing  in  this  the  fact  that  the  House  has 
already  passed  the  tax  cuts.  That  is  what  you  are  talking  about, 
is  it  not? 

Secretary  SHALALA.  I  am,  and  we  normedly  would  have  seen,  as 
you  well  know,  the  budget  resolution  by  now.  Usually,  the  budget 
resolution  would  have  come  before  the  trustees  report  came  out, 
and  we  want  to  be  assured  that  the  discussion  about  medicare  is 
not  one  that  is  linked  directly  to  providing  tax  cuts  for  well-off  indi- 
viduals. 

Chairman  DOMENICL  Now,  I  am  not  trying  to  defend,  before  we 
ever  get  a  budget  resolution,  what  is  going  to  be  in  it.  But  how 
much  did  the  President's  January  budget  propose  to  reduce  the 
growth  of  medicare  outlays?  Do  you  remember? 

Secretary  Shalala.  The  January  budget  reflected  the  new  base- 
line numbers  which  actually,  over  time,  as  you  well  know,  were  re- 
ducing growth  by  2  percent,  and  medicaid  was  actually  coming 
down.  Its  growth  rate  was,  for  the  first  time,  in  single  digits.  On 
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average,  medicare  and  medicaid  were  in  single  digits.  The  medicare 
growth  rate  was  at  10  percent. 

Chairman  DOMENICI.  Madam  Secretary,  I  really  would  hope  you 
would  help  me  and  not  give  such  long  answers  about  a  very  simple 
proposition.  The  CBO  says  as  a  matter  of  policy  changes  the  Presi- 
dent asked  that  medicare  growth  be  reduced  by  $9.8  billion,  not  a 
horrendous  amount,  but  that  is  a  fact. 

Secretary  Shalala.  Those  are  the  extenders,  Mr.  Chairman. 

Chairman  DOMENICI.  Are  these  not  substantive  changes  in  the 
law? 

Secretary  Shalala.  They  extend  changes  that  were  made  pre- 
viously. 

Chairman  DOMENICL  How  much  did  the  President  propose  to  cut 
taxes  in  his  budget?  $63  billion? 

Secretary  Shalala.  $63  billion. 

Chairman  DOMENICL  Frankly,  I  do  not  understand,  just  on  the 
matter  of  principle,  how  the  Administration  can  criticize  the  House 
when  in  your  own  budget  you  cut  medicare  in  order  to  pay  for  tax 
cuts. 

Secretary  Shalala.  We  did  not  do  that,  though.  We  paid  for  our 
tax  cuts  with  expenditure  cuts  on  the  discretionary  side  of  the 
budget,  and  we  made  that  very  clear  in  our  budget  presentation. 

Chairman  DOMENICL  That  is  fine,  although  I  would  note  that  the 
United  States  House  plans  to  cut  other  programs  is  far  more  than 
the  amount  of  the  tax  cuts.  So  they  could  make  the  same  statement 
about  theirs.  I  do  not  choose  to  argue  that  point. 

My  last  question  has  to  do  with  just  a  fact  about  the  budget  so 
that  we  will  know.  One  of  the  trustees  yesterday  told  us  under  a 
unified  balanced  budget,  if  you  save  medicare  and  in  doing  that  re- 
duce the  amount  of  expenditures  because  you  have  reformed  it  in 
some  way,  that  you  have  saved  medicare  but  you  cannot  avoid  the 
reality  that  you  have  also  helped  solve  the  deficit  problem. 

Do  you  agree  with  that? 

Secretary  Shalala.  Well,  you  know,  there  is  no  question  that  in 
a  unified  budget,  whatever  the  offsets  are  could  be  applied  to  defi- 
cit reduction.  It  is  the  way  the  concept  of  a  unified  budget  works. 

Chairman  Domenicl  Thank  you  very  much. 

Senator  Exon? 

Senator  ExON.  Mr.  Chairman,  thank  you  very  much. 

I  would  like  to  start  out  with  a  statement.  I  think  it  is  time  for 
all  of  us  to  reach  out,  and  I  hope  that  the  Administration  and  the 
minority  Democrats  will  also  reach  out. 

Back  in  the  days  of  yesteryear  when  we  were  in  the  majority  in 
both  the  House  and  the  Senate  and  had  a  Democratic  President, 
we  tried  to  reach  out.  We  tried  to  seek  compromises.  I  think  the 
record  clearly  shows  how  much  reaching  out  there  was  from  the 
other  side  of  the  aisle  at  that  particular  juncture. 

Now,  notwithstanding  that,  I  would  like  to  suggest.  Madam  Sec- 
retary, that  if  and  when  we  have  the  details  that  I  think  Chairman 
Domenici,  at  least,  is  trying  to  come  out  with  some  specific  details, 
that  after  that  is  handled,  I  take  it  that  the  President  has  not  nec- 
essarily discarded  the  proposition  of  some  kind  of  a  bipartisan  task 
force  to  be  at  least  discussed  to  help  solve  the  problem  that  we  all 
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are  talking  about  in  one  form  or  another,  and  that  is  the  solvency 
of  the  Medicare  Trust  Fund. 

What  have  you  to  say  with  regard  to  that?  Has  the  President 
given  you  any  indication? 

Secretary  Shalala.  Senator  Exon,  what  the  President  has  said 
is  once  we  see  the  budget  resolution,  we  will  make  an  evaluation. 
But  he  is  obviously  committed  to  solving  this  trust  fund  issue, 
which,  as  you  pointed  out,  has  been  with  us  for  many  years. 

Our  concerns  are  the  numbers  that  we  are  hearing  suggest  that 
we  are  going  to  destroy  the  Medicare  System  to  save  it,  and  we 
want  to  make  sure  there  is  a  thoughtful  discussion  about  the  Medi- 
care System,  its  implications  for  rural  hospitals  and  the  private 
health  care  system  in  this  country.  But  the  point  is  once  we  see  the 
budget  resolution  and  evaluate  it  and  obviously  have  discussions 
up  here,  the  President  has  indicated  that  he  wants  to  proceed  in 
a  bipartisan  manner. 

Senator  ExoN.  Madam  Secretary,  thank  you  very  much,  and  I 
thank  you  for  pointing  out  how  these  cuts,  whatever  they  are,  in 
medicare  have  a  particularly  devastating  effect  on  rural  America 
and  rural  hospitals.  Generally,  I  do  not  know  what  the  split  is  be- 
tween urban  and  rural,  but  basically  I  believe  in  Nebraska  we 
could  likely  say  that  our  urban  hospitals  have  between  25  to  35 
percent  medicare  beds,  but  our  rural  hospitals,  where  many  of  our 
seniors  live — and  I  think  this  is  repeated  throughout  the  United 
States — have  medicare  beds  somewhere  between  58  and  maybe  68 
percent. 

It  is  pretty  obvious  what  unstructured  or  carefully  structured 
cuts  in  medicare  would  do  to  the  health  care  delivery  system  in 
rural  America.  It  might  devastate  it  entirely. 

Let  me  get  to  a  few  specific  questions,  if  I  might.  First,  you 
touched  on  a  concern  that  I  have  very,  very  much  about  these  cuts 
in  medicare  that  we  had  better  understand  that  cuts  in  medicare 
without  some  kind  of  means  testing  could  be  absolutely  devastat- 
ing. About  25  percent,  as  I  understand  it,  or  maybe  more,  of  the 
people  who  presently  receive  and  rely  on  medicare,  about  25  per- 
cent of  them  have  only  their  Social  Security  check,  and  many  of 
them,  relatively  small,  have  no  other  source  of  income. 

Now,  it  seems  to  me  that  the  President  and  the  bipartisan  com- 
mission and  the  Democrats  and  the  Republicans  and  everyone  else 
should  understand  that  if  we  are  going  to  hold  Social  Security  pay- 
ments the  same  and  not  touch  them,  then  while  that  might  be  good 
and  that  might  be  acceptable,  to  turn  right  around  then  and  say, 
but  medicare,  it  is  OK  to  cut  that  because  that  is  not  Social  Secu- 
rity, I  would  simply  say  that  for  the  25  percent  plus  of  many  very 
poor  senior  citizens  in  the  United  States  who  only  have  Social  Se- 
curity, the  cut  in  medicare  could  be  as  devastating,  if  not  more  dev- 
astating, to  their  wherewithal  and  standard  of  life  and  living  than 
even  touching  Social  Security. 

Some  are  saying.  Madam  Secretary,  that  medicare  beneficiaries 
should  be  asked  to  absorb  as  much  as  half  of  the  cuts  in  medicare. 
Can  we  get  this  level  of  savings  just  from  high-income  bene- 
ficiaries? Are  you  at  all  concerned  that  more  seniors  might  be 
forced  into  poverty  if  cuts  of  the  magnitude  suggested  are  being  en- 
acted to  follow  up  on  the  statistics  that  I  just  cited? 
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Secretary  Shalala.  We  are  deeply  concerned,  and  I  think  every- 
one here  is.  To  be  old  in  America  is  to  be  not  very  well  off.  And 
while  25  percent  rely  solely  on  their  Social  Security  check,  75  per- 
cent of  those  who  receive  medicare,  those  that  are  over  65,  have  in- 
comes under  $25,000  a  year.  We  are  not  talking  about  wealthy  peo- 
ple. 

These  people  do  not  live  in  compartments.  They  do  not  live  in  a 
world  in  which  there  is  no  relationship  between  their  health  care 
and  their  Social  Security.  Actually  in  that  Social  Security  check  is 
a  deduction  for  their  Part  B  premium.  Their  health  care  is  directly 
related  to  the  Social  Security  check. 

So  if  we  shift  more  costs  directly  to  the  beneficiaries  for  the  Part 
B  premium,  for  example,  it  will  actually  be  deducted  from  their  So- 
cial Security  check.  And  the  way  people  live,  they  only  have  a  cer- 
tain amount  of  money.  And  if  we  add  to  their  costs,  through  cost 
sharing  or  raising  premiums  we,  in  essence,  have  an  impact  on  the 
rest  of  their  income,  much  of  which  comes  from  Social  Security  in- 
come. 

Senator  ExON.  Are  you  say,  Madam  Secretary,  that  if  we  proceed 
along  some  of  the  lines  and  some  of  the  magnitude  that  has  been 
suggested  we  would,  indeed,  be  cutting  Social  Security,  notwith- 
standing the  firm,  solid  political  commitments  to  the  contrary? 

Secretary  Shalala.  I  am  saying  two  things.  Senator  Exon.  Num- 
ber one,  we  are  committed  to  changes  in  the  Medicare  program,  but 
that  does  not  mean  that  we  do  not  understand  that  medicare  and 
Social  Security  are  inextricably  linked.  And  so  yesterday  the  Presi- 
dent set  very  high  standards  for  what  we  would  be  willing  to  do 
in  the  Medicare  program.  We  have  to  make  certain  that  we  are  not 
making  senior  citizens  in  this  country  poorer  as  a  result  of  steps 
that  we  obviously  need  to  take  to  strengthen  medicare. 

Senator  Exon.  One  last  question,  Mr.  Chairman. 

If  the  goal.  Madam  Secretary,  is  simply  to  shore  up  the  HI  Trust 
Fund  until  we  can  pursue  a  more  comprehensive  and  long-term  re- 
form, aren't  there  ways  that  we  could  do  this  without  cutting  $250 
billion  from  medicare? 

For  example,  if  we  simply  transferred  the  cost  of  the  home  health 
care  from  Part  A  back  to  Part  B,  where  it  used  to  be  counted, 
wouldn't  that  buy  a  few  more  years  to  really  solve  the  problem  in 
a  comprehensive  fashion? 

Secretary  Shalala.  Well,  there  is  no  question  that  there  are 
things  like  that  that  we  could  do  in  the  short  run.  The  President's 
position  is  that  we  will  probably  need  a  short-term  and  a  long-term 
strategy,  but  we  ought  to  do  them  together. 

Senator  Exon.  Thank  you.  Madam  Secretary. 

Thank  you,  Mr.  Chairman. 

Chairman  DOMENICL  Thank  you  very  much. 

Senator  Grassley? 

Senator  Grassley.  I  do  not  know  where  the  Administration  is  on 
this  subject  in  the  larger  context  of  health  care  reform.  But  I  think 
the  President  has  made  very  clear,  after  the  last  election,  that  he 
got  the  message  that  the  health  care  reform  debate  over  the  pre- 
vious 2  years  had  had  an  impact  upon  that  election.  And  the  Presi- 
dent's said  last  fall  after  the  election  that  the  Administration  would 
not  try  the  massive  reform  they  have  done  in  the  past. 
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Secretary  Shalala.  Absolutely. 

Senator  Grassley.  That  it  would  be  more  incremental. 

Secretary  Shalala.  Absolutely. 

Senator  Grassley.  OK  We  do  not  have  any  of  the  President's  in- 
cremental suggestions  before  us.  I  am  not  saying  we  should  have, 
but  I  think  that  if  you  do  say  that  we  cannot  talk  about  medicare 
except  in  the  context  of  some  health  care  reform,  then  you  should 
have  had  your  suggestions  before  the  Congress,  not  use  that  as  a 
crutch  when  Republicans  want  to  bring  up  the  issue  of  medicare 
transformation  and  the  soundness  of  the  trust  fiind. 

So  I  think  that  the  message  of  the  last  election  was  clear  to  you 
and  the  President,  but  we  do  not  have  any  proposals  before  us  from 
you.  Also,  you  made  the  comment  in  your  opening  statement,  in  ob- 
vious reference  to  the  RepubUcans,  that  there  are  tax  cut  proposals 
going  on  at  the  same  time  we  are  talking  about  transformation  of 
medicare. 

The  President  has  a  $63  billion  tax  cut  proposal.  You  said  that 
that  is  not  coming  out  of  medicare.  I  agree  with  you  that  it  is  not. 
But  in  the  same  context,  if  there  is  a  Republican  tax  cut  proposal — 
and  I  think  for  the  Senate  side  it  would  be  less  than  what  we  do 
in  the  House,  you  cannot  infer  that  any  money  we  save  in  the 
Health  Insurance  Trust  Fund  is  going  to  go  for  tax  cuts.  Because 
what  money  is  saved  in  the  trust  fimd  is  obviously  going  to  be 
there  to  extend  beyond  the  yesir  2002  the  time  that  the  fund  is 
going  to  be  solvent. 

Now,  the  first  point  I  want  to  make  to  you  is  that  I  am  not  one 
of  those  that  have  come  late  to  this  debate  about  medicare.  I  dis- 
cussed with  you  in  February  before  this  very  committee  the  issues 
we  are  now  talking  about.  And  from  the  transcript  of  that  hearing, 
you  had  answers  to  my  questions  about  when  would  you  be  willing 
to  discuss  the  issue  of  the  solvency  of  the  trust  fiind.  You  had  com- 
ments like  this: 

We  will  come  back  to  the  Congress  for  a  discussion  after  we  see  those  new  calcula- 
tions as  to  the  scope  of  the  problem, 

making  reference  to  the  trustees  report, 

and  we  do  intend  to  work  in  a  bipartisan  manner  to  address  the  issue. 

Then  further  answers  to  another  question: 

We  will  come  back  and  discuss  with  the  Congress.  We  do  intend 
to  have  discussions  with  Congress  once  we  see  the  new  calculations 
and  the  new  trustee  recommendations. 

Then  last,  another  time  you  said, 

We  will  come  back  up  and  have  discussions  with  the  Congress. 

These  remarks  were  all  based  on  the  trustees  report.  Now,  you 
are  asking  us  to  shoot  at  a  moving  target,  because  you  are  saying 
that  it  is  not  the  trustees  report  that  is  going  to  trigger  your  dis- 
cussions with  us  or  recommendations  from  you.  You  are  saying  it 
is  when  you  see  our  budget.  That  is  what  you  have  said  today.  You 
want  to  see  our  budget. 

Now,  why  has  the  Administration  changed  fi-om  using  as  a 
benchmark  to  move  in  negotiations  with  Congress  the  trustees  re- 
port and  now  you  are  moving  to  Senator  Domenici  getting  a  budget 
out  before  you  want  to  talk  about  medicare  solvency? 
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Secretary  Shalala.  Senator  Grassley,  it  never  occurred  to  us 
that  Senator  Domenici  would  not  have  his  budget  resolution  done 
by  the  legal  date  that  we  were  going  to  come  up  here.  So  with  all 
due  respect,  I  think  I  have  been  consistent.  I  have  tried  to  be  very 
honest  with  this  committee,  but  I  just  assumed  in  my  answer  on 
that  date,  knowing  when  the  trustees  were  going  to  report,  that  the 
budget  resolution  was  going  to  be  done. 

In  addition  to  that 

Senator  GRASSLEY.  But  you  expected  Senator  Domenici  to  have 
some  recommendations  on  medicare  reform  without  the  trustees  re- 
port, right?  If  he  had  come  out  with  his  budget  when 

Secretary  Shalala,  First  of  all,  Senator  Grassley,  there  is  no  sig- 
nificant difference  between  this  trustees  report  and  last  year's 
trustees  report  or  the  trustees  report  the  year  before.  Over  the  last 
15  years,  the  trustees  have  been  telling  us,  whether  they  were  the 
trustees  under  President  Bush  or  the  trustees  under  President 
Reagan,  that  we  had  some  problems  with  the  HI  Trust  Fund.  Some 
years  it  has  been  10  years;  some  years  it  has  been  7  years;  some 
years  it  has  been  5  years. 

I  reported  that  in  1993  when  we  first  became  trustees,  the 
Bush 

Senator  Grassley.  Sure,  but  you  are  saying  Senator  Domenici 
should  have  looked  at  those  previous  reports,  but  the  Administra- 
tion does  not  have  to  look  at  those  previous  reports 

Secretary  Shalala.  No. 

Senator  GRASSLEY  [continuing].  To  make  recommendations? 

Secretary  Shalala.  No,  and.  Senator  Grassley,  not  only  did  we 
look  at  the  previous  reports,  but  it  is  very  difficult  to  fault  us.  I 
have  spent  the  last  2  years  doing  health  care  reform,  under  the 
President's  leadership,  trjdng  to  both  strengthen  the  HI  Fund  and 
reform  the  Medicare  System.  After  the  election  the  President  made 
it  very  clear  that  we  needed  to  proceed  in  a  bipartisan  manner,  and 
we  folded  this  in  as  part  of  that. 

So  there  is  nothing  new  in  our  concern  about  the  HI  Trust  Fund, 
whether  it  has  been  under  Republican  Presidents  or  under  a  Demo- 
cratic President.  And,  number  two,  I  think  I  was  consistent  be- 
cause it  just  did  not  occur  to  me  at  the  time  that  we  would  not 
have  a  budget  resolution  on  April  15th. 

Senator  Grassley.  Well 

Secretary  Shalala.  I  had  such  faith  in  Senator  Domenici. 

Senator  GRASSLEY.  Let's  suppose  I  accept  what [Laughter,] 

You  might  have  a  fair  explanation,  but  let  me  suggest  to  you  that 
it  is  intellectually  dishonest  if  your  rationale  is  OK  for  your  Admin- 
istration's response  to  Senator  Dole  when  he  suggests  a  commission 
that  it  is  nothing  but  an  answer  that,  well.  Republicans  ought  to 
put  up  or  shut  up. 

Chairman  DOMENICL  Just  as  a  matter  of  clarification,  I  would 
ask  the  staff  just  for  kicks  here  today  to  go  out  and  see  if  I  am 
right.  But,  Madam  Secretary,  my  best  guess  is  that  in  20  years, 
using  your  April  15th  date,  that  we  probably  had  six  budget  resolu- 
tions on  time,  and  we  probably  had  14  that  came  10  days  later,  a 
month  later.  And  I  am  very  sorry  that  we  are  not  able  to  get  it 
done  on  time,  but  I  really  think  that  is  a  very,  very  flimsy  excuse 
for  this  whole  debate. 
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Your  report  was  April  3,  so  it  is  right  in  the  time  frame  when 
you  would  be  debating  budgets  one  way  or  Einother,  and  had  we — 
OK.  Only  once  out  of  20  years,  for  the  record.  And  that  was  your 
year,  right.  We  compliment  you.  Although  you  had  more  years  to 
do  it,  so,  you  know. 

Who  is  next?  Senator  Murray? 

Senator  Murray.  Thank  you,  Mr.  Chairman.  And  welcome, 
Madam  Secretary.  It  is  good  to  see  you  again  on  the  Hill,  although 
I  do  not  know  how  you  get  all  of  the  things  we  are  requiring  you 
to  do  done  in  your  office  and  be  up  here  on  the  Hill  so  much,  too. 

Let  me  begin  by  asking  you  a  question  that  is  asked  of  me  by 
a  lot  of  my  constituents  who  are  hearing  that  the  medicare  fund 
is  going  to  be  insolvent  in  the  year  2002.  We  saw  a  chart  yesterday 
that  Senator  Exon  put  in  front  of  us  that  showed  that  this  insol- 
vency has  been  predicted  numerous  times  and  had  never  come  to 
pass. 

What  exactly  does  insolvency  mean?  Can  the  target  insolvency 
date  change  if  we  find  a  cure  for  Alzheimer's  disease?  Will  those 
types  of  breakthroughs  change  the  insolvency  date? 

Can  you  define  that  for  us? 

Secretary  Shalala.  Well,  insolvency  obviously  means  that  the 
amount  of  money  coming  in  combined  with  what  the  investment  is 
is  not  going  to  be  enough  to  cover  what  we  are  pajdng  out.  Obvi- 
ously, we  have  gotten  close  to  the  dates  before,  and  Congress  and 
the  Administration,  whoever  the  Administration  was  at  the  time, 
have  stepped  in  with  short-term  solutions  to  add  to  the  nimiber  of 
years. 

The  Part  A  Trust  Fund  is  focused  on  and  influenced  heavily  by 
hospital  costs.  Home  health  care  is  very  much  a  part  of  that.  And 
my  fundamental  point  was  that  we  have  done  some  things  to  try 
to  slow  down  the  growth  of  medicare  to  get  more  discipline,  to  get 
the  kind  of  cost  contsdnment.  Obviously  we  were  not  successful  in 
the  President's  health  care  reform,  which  would  have  also  helped. 

The  President  is  committed  to  working  with  the  Congress,  not 
simply  for  a  short-term  solution  but  for  a  longer-term  solution,  not 
in  another  comprehensive  health  care  reform  debate  but  within  in- 
cremental changes  that  we  believe  will  make  a  difference,  but  that 
will  preserve  the  commitment  we  have  made  to  senior  citizens  in 
this  country. 

Senator  Murray.  But  there  are  a  lot  of  factors  that  go  into  that. 

Secretary  Shalala.  There  are  a  lot  of  factors  that  go  into  it. 

Senator  MURRAY.  We  are  here  in  this  committee  looking  at  medi- 
care as  the  prelude  to  the  budget  that  I  have  heard  will  be  capping 
medicare.  And  the  concern  I  have — and,  frankly ,it  is  the  concern  of 
my  parents,  who  are  both  recipients  of  medicare — is:  What  does 
that  mean  to  them  if  medicare  is  capped?  Does  that  mean  out-of- 
pocket  expenses  are  going  to  increase  for  senior  citizens?  Does  it 
mean  that  if  they  get  sick  on  July  17th,  and  the  money  ran  out  on 
the  16th,  they  are  not  taken  care  of? 

How  does  that  occur  once  the  Budget  Committee  caps  medicare 
costs? 

Secretary  Shalala.  Well,  never  in  the  history  of  the  Medicare 
program  have  we  ever  talked  about  numbers  that  are  being  thrown 
out   these   days.    So   where   we   have   made   some   programmatic 
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changes,  where  we  have  made  some  medicare  cuts,  we  have  tried 
to  protect  beneficiaries  in  the  past,  but  they  have  been  relatively 
small  numbers.  We  have  passed  them  on  to  providers.  We  have 
tightened  up  certain  kinds  of  reimbursements. 

I  do  not  know  anyone  in  this  country  that  has  ever  thought 
through  what  you  would  do  if  you  suddenly  had  $250  billion  or 
$300  billion.  How  would  you  split  the  two?  We  did  some  quick  cal- 
culations the  other  day.  If  you  just  split  $250  billion  between  the 
providers  and  the  beneficiaries,  you  would  be  talking  about  cutting 
the  cost-of-living  increase  in  Social  Security  in  half.  That  is  the 
kind  of  implications  you  are  talking  about. 

These  are  huge  numbers  that  would  cause,  for  those  of  you  that 
have  rural  hospitals,  deep  distress.  Those  hospitals  already  are 
fragile.  They  already  are  dependent  on  medicare.  And  that  is  why 
we  need  to  see  the  budget  resolution  to  see  what  is  happening  here 
and  particularly  why  we  are  doing  this  on  this  scale. 

Senator  MURRAY.  I  appreciate  that  answer.  I  am  very  concerned 
that  we  are  reforming  medicare  in  the  Budget  Committee  without 
the  broader  context  of  health  care  reform.  I  am  concerned  about 
cost  shifting  if  we  cap  medicare  expenditures.  Somebody  is  going  to 
pick  up  that  burden,  and  the  somebody  is  going  to  be  those  of  us 
who  are  out  there  working,  paying  our  taxes,  and  have  health  in- 
surance. 

If  we  do  not  reform  health  care  in  the  broader  context  we  are 
going  to  create  a  very  serious  crisis  for  a  lot  of  middle-income,  aver- 
age families  out  there,  as  well  as  our  senior  citizens.  I  wanted  to 
make  that  point. 

I  see  I  am  running  out  of  time,  but  I  wanted  to  reiterate  a  con- 
cern I  raised  yesterday.  We  are  focusing  on  medicare  today,  but  I 
also  understand  the  Budget  Committee  is  going  to  be  looking  at 
caps  on  medicaid.  And  I  am  very  concerned  about  what  that  will 
mean  to  the  American  public,  since  we  are  not,  apparently,  going 
to  have  an  in-depth  hearing  about  what  medicaid  cuts  will  mean. 
If  you  can  comment  quickly,  I  would  appreciate  it. 

Secretary  Shalala.  Well,  again,  going  back  to  senior  citizens  and 
the  disabled,  two-thirds  of  the  medicaid  expenditures  are  for  the  el- 
derly and  for  the  disabled.  And  that  pays  for  people  that  are  in 
nursing  homes;  it  would  have  a  tremendous  impact  on  what  it 
means  to  be  old  in  America. 

The  fundamental  point  I  am  trying  to  make  today  is  that  the 
great  success  story  of  the  20th  century  is  that  we  have  changed 
what  it  means  to  be  old  in  America,  not  only  in  income  security  but 
in  health  security.  Numbers  of  this  scale  in  both  medicare  and 
medicaid  break  that  contract. 

As  much  as  we  are  committed  to  changes  in  the  Medicare  Sys- 
tem, which  we  must  do  together — and  some  changes  which  are  al- 
ready taking  place  in  medicaid,  which  is  rapidly — the  individuals, 
at  least,  are  moving  into  managed  care — we  must  make  sure  that 
the  fundamental  security  that  we  have  built  for  elderly  Americans 
continues. 

Senator  Murray.  Thank  you. 

Chairman  DOMENICI.  Senator  Gregg? 

Senator  Gregg.  Thank  you,  Mr.  Chairman. 
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Madam  Secretary,  you  said  that  never  before  in  the  history  of 
the  Medicare  Trust  Fund  or  this  Nation  have  we  heard  numbers 
Hke  this.  Maybe  you  could  tell  us  what  the  number  was  which  the 
trust  fund  trustees  stated  had  to  be  adjusted  over  a  5-year  period 
in  order  to  obtain  actuarial  solvency  in  the  short  run,  which  is  the 
25-year  period.  Was  that  number  not  $262  billion? 

Secretary  Shalala.  It  was,  indeed,  and  what  they  said  was  that 
if  we  did  nothing  else,  if  all  we  did  was  take  all  of  it  out  of  the 
Medicare  program 

Senator  Gregg.  Madam  Secretary,  I  just  asked  you  for  the  num- 
ber, because 

Secretary  Shalala.  That  was  their  crude  calculation. 

Senator  Gregg.  Madam  Secretary,  I  asked  you  for  the  number. 

Secretary  Shalala.  Yes. 

Senator  Gregg.  The  number  was  $262  billion. 

Secretary  Shalala.  Well,  it  is  a  reduction  of  30  percent  of  income 
or  income  increase  by  44  percent.  There  were  two  alternatives. 

Senator  GREGG.  No;  The  number  is  $262  biUion,  Madam  Sec- 
retary. That  is  your  own  report  which  you  signed.  So  you  have 
heard  this  number  before.  It  is  a  fairly  significant  number.  It  is  not 
something  that  we  came  up  with  out  of  the  blue.  It  happens  to  be 
a  number  which  you,  as  a  trustee,  a  person  responsible  for  manag- 
ing a  trust  which  is  going  bankrupt,  came  up  with  as  the  number 
that  must  be  adjusted  in  order  to  bring  the  trust  into  solvency. 

Now,  at  the  end  of  7  years.  Madam  Secretary,  this  trust  goes  in- 
solvent. According  to  the  terms  of  your  report — and  I  will  read  it 
to  you.  I  am  sure  you  are  familiar  with  it,  but  I  will  read  it  just 
for  the  purpose  of  the  record.  'The  HI  Trust  Fund  will  be  able  to 
pay  benefits  for  only  about  7  years."  At  the  end  of  7  years — and  I 
will  show  you  a  chart  which  reflects  what  happens  to  the  trust 
fund  prepared  fi"om  the  numbers — ^you  will  see  that  this  line,  which 
is  the  reserve  line,  you  cross  into  insolvency  in  the  trust  fund  in 
the  year  2002. 

Now,  when  that  occurs,  Madam  Secretary,  under  the  law  you 
cannot  pay  any  more  benefits  out  of  the  HI  Trust  Fund.  Is  that  not 
correct? 

Secretary  Shalala.  That  is  correct,  unless  Congress  does  some- 
thing. 

Senator  Gregg.  So  the  number  $262  billion 

Secretary  SHALALA.  A  25-year  number. 

Senator  Gregg.  Madam  Secretary,  the  75-year  number,  which 
happens  to  be  the  number  which  most  actuarial  accountants  look 
to  as  the  legitimate  number,  happens  to  be  $711  billion.  So  let's  not 
quibble  with  the  fact  that  I  am  giving  you  the  break  by  saying  that 
as  the  trustee  of  a  fiind  which  you  are  responsible  for  and  which 
the  actuaries  have  looked  at  and  which  they  have  given  you  a  con- 
servative number  on  is  $262  billion. 

Secretary  Shalala.  Senator,  there  is 

Senator  Gregg.  In  order  to  keep  it  solvent. 

Secretary  Shalala.  Senator,  there  is  a  considerable  difference 
between  a  7-year  number  of  $300  billion  and  a  25-year  number  of 
$260  billion.  That  is  the  only  point  I  am  making. 

Senator  Gregg.  No,  no.  That  is  not  the  difference  here.  Now,  I 
do  not  want  to  get  tied  up  in  numbers,  but  if  you  do  not  under- 
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stand  the  report,  I  think  it  is  important  that  the  people  understand 
that  you  do  not.  The  report  which  you  filed  with  the  Congress, 
which  is  the  trustees  report,  states  that,  number  one,  the  ftind  goes 
insolvent  in  7  years 

Secretary  Shalala.  It  does  not 

Senator  Gregg.  Number  two,  under  the  law,  when  the  fund  goes 
insolvent,  the  Hospital  Trust  Fund  no  longer  exists  as  an  ability  to 
pay  for  health  insurance  for  seniors,  so  seniors  no  longer  have  in- 
surance. Number  three,  in  order  to  bring  the  fund  into  balance  over 
a  5-year  period  using  standard  actuarial  assessments  which  use  a 
25-year  range,  in  order  to  bring  that  fund  into  balance  there  must 
be  a  $262  billion  adjustment.  That  is  in  5  years.  Over  7  years,  the 
adjustment  has  to  be  $387  billion. 

The  practical  point  that  I  am  making  here  is,  number  one,  that 
the  numbers  that  you  say  have  never  been  seen  before  in  history 
not  only  have  been  seen  but  they  actually  were  reported  by  you  as 
a  trustee. 

Secretary  Shalala.  I  think 

Senator  Gregg.  And,  number  two,  the  trust  fund  is  going  insol- 
vent. And  yet  you  have  made  no  proposals  which  address  this  $262 
billion  number.  You  have  come  to  us  today,  and  you  have  said  that 
providers  should  not  be  cut,  that  hospitals  should  not  be  cut,  that 
beneficiaries  should  not  be  cut.  I  presume  you  are  not  proposing  a 
tax  increase.  The  budget  which  the  President  sent  up  here  just  did 
extenders,  as  you  mentioned,  which  was  $9  billion.  Nowhere  near 
the  $262  billion  which  is  required. 

There  is  no  proposal  on  the  table  or  that  has  been  brought  for- 
ward by  this  Administration  that  addresses  the  $262  billion  num- 
ber, which  is  the  number  that  must  be  addressed  if  you  are  going 
to  have  solvency  in  this  account  and  to  have  an  insurance  account 
which  pays  the  health  insurance  of  seniors  as  we  go  into  the  out- 
years  here. 

I  just  find  it  incredulous  that  this  Administration  has  washed  its 
hands  of  the  issue  of  resolving  this  fairly  significant  problem  for 
the  seniors  who  you  have  expressed  such  a  legitimate  and  deep 
concern  for. 

Senator  Shalala.  Senator  Gregg,  every  previous  Administration 
has  had  a  long-term  problem  with  the  HI  Trust  Fund.  President 
Reagan  had  the  problem.  President  Bush  had  the  problem.  Presi- 
dent Clinton  had  the  problem.  And  the  first  thing  that  he  did  was 
to  extent  the  number  of  years  on  the  trust  fund  and  to  make  an 
investment  in  that  trust  fund. 

Second,  I  pointed  out  that  while  we  were  not  successful  in  health 
care  reform,  that,  too,  would  have  had  an  impact  on  strengthening 
the  trust  fund. 

Number  three,  I  pointed  out  that  in  December,  again  the  State 
of  the  Union  speech,  and  again  yesterday,  the  President  made  it 
very  clear  that  he  was  prepared  and  he  thought  it  was  absolutely 
necessary  that  we  made  programmatic  changes  in  the  Medicare 
program,  that  we  worked  on  these  things  in  a  bipartisan  manner, 
but  that  before  we  began,  we  wanted  to  see  the  budget  resolution. 
We  want  to  see  whether  this  is  really  about  a  tax  cut  for  upper- 
income  Americans,  or  whether  we  are  going  to  sit  down  and  be  se- 
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nous  about  making  certain  that  the  HI  Trust  Fund  is  on  the  most 
stable  kind  of  basis. 

The  trustees  did,  indeed,  make  intermediate  and  long-term  and 
short-term  assumptions  over  a  very  long  period  of  time.  I  do  not 
know  specifically  what  numbers  you  are  talking  about,  but  the 
point  I  was  making  is  that  this  has  to  be  a  thoughtful  process,  not 
just  for  the  HI  Trust  Fund  but,  more  importantly,  for  its  implica- 
tions for  the  rest  of  the  private  health  care  market  in  this  country. 
And,  therefore,  the  President  is  correct  in  suggesting  that  it  should 
not  just  be  a  narrow  discussion  about  the  HI  Trust  Fund,  but  a 
broader  discussion,  an  incremental  discussion,  as  he  has  described 
it,  about  reforms  in  the  health  care  system  in  this  country. 

Senator  Gregg.  Well,  I  would  accept  all  that  as  legitimate,  ex- 
cept for  the  fact  that  you  have  made  no  serious  effort  to  address 
the  HI  Trust  Fund  problem.  You  came  here  today  and  you  said  pro- 
vider groups  are  off  the  table,  hospitals  are  off  the  table,  bene- 
ficiaries are  off  the  table.  I  am  assuming  taxes  are  off  the  table. 
And  then  you  said.  But  we  really  want  to  see  your  budget  before 
we  do  anything.  And  so  I  guess  my  point  is  the  Administration — 
and  the  budget  that  you  sent  up  had  nothing  in  it  except  extenders. 

Secretary  Shalala.  Senator  Gregg,  I 

Senator  GREGG.  And  so  there  does  not  seem  to  be,  in  my  opinion, 
a  serious  effort  coming  fi'om  the  Administration  to  address  a  num- 
ber which  came  from  the  Administration,  which  is  the  $262  billion. 

Chairman  DOMENICI.  Senator,  your  time  is  up. 

Secretary  Shalala.  Senator  Gregg,  I  neither  took  providers  off 
the  table  nor  beneficiaries  off  the  table  nor  the  rest  of  us  off  the 
table  in  solving  the  HI  Trust  Fund  question.  All  I  said  was  that 
we  would  like  to  see  the  budget  resolution  to  make  sure  that 
wealthy  Americans  are  not  getting  the  breaks  here  while  the  rest 
of  us  have  to  worry  about  making  sure  the  HI  Trust  Fund  is  secure 
and  of  medicare's  implications  for  private  health  care  in  this  coun- 
try. 

Senator  Gregg.  I  would  just  refer  you  to  your  opening  statement. 

Senator  Lautenberg.  Mr.  Chairman,  may  we? 

Chairman  DOMENICI.  Yes.  Your  time  is  up. 

You  are  next.  Senator  Lautenberg. 

Senator  Lautenberg.  Thank  you  very  much. 

Chairman  DOMENICI.  You  will  get  an  extra  minute. 

Senator  Lautenberg.  No,  no.  I  have  it  clocked  here.  Thank  you 
very  much. 

Madam  Secretary,  good  to  see  you.  Is  it  not  possible — first  of  all, 
I  would  like  to  say  that  I  sit  here  in  relative  amazement.  Whether 
amazement  can  be  relative  or  not,  I  am  not  sure.  But  to  me,  we 
are  talking  about  process.  This  ought  to  be  an  accounting  course. 
We  are  not  discussing  whether  or  not  there  is  a  serious  attempt  by 
our  friends  on  the  other  side  of  the  aisle  to  solve  it.  The  ball  is  now 
in  their  court.  They  are  tr)dng  to  push  it  off  to  anybody  who  will 
take  it. 

There  are  other  ways  to  solve  the  problems,  and  I  respect  the 
fact  that  you  resisted  being  coerced  into  admissions  that  are  not 
appropriate  when  we  are  looking  at  people,  75  percent  of  whom 
earn  $25,000  or  less.  Try  to  get  by  on  that  in  New  Jersey  or  a  lot 
of  the  New  England  States  or  California  or  Texas  or  some  of  the 
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higher-cost  States.  It  is  poverty-level  living,  and  we  want  to  impose 
burdens  over  $3,000  based  on  the  proposal  that  we  have  thus  far 
heard  about,  not  really  seen. 

I  think  we  ought  to  look  at  tax  expenditures.  They  cost  the  Fed- 
eral treasury  over  $450  billion  a  year.  They  are  going  to  grow. 
Many  of  these  tax  expenditures  are  special-interest  loopholes.  Once 
we  have  taken  a  look  at  them,  then  we  ought  to  take  a  look  at  sav- 
ings in  the  military.  The  proposal  5  years  hence  is  that  the  military 
is  going  to  be  financed  at  a  higher  level  then  than  it  is  today.  That 
is  in  direct  contrast  to  the  slope  of  the  curve  in  medicare.  And  we 
ought  to  look  at  NASA. 

Chairman  DOMENICI.  Senator,  could  I  ask  you  a  question?  Would 
you  yield  for  a  question? 

Senator  Lautenberg.  Sure. 

Chairman  DoMENici.  Are  you  suggesting  that  we  pay  for  Medi- 
care Part  A  out  of  the  general  fund? 

Senator  Lautenberg.  I  am  suggesting  that  we  are  talking  about 
Part  B,  essentially.  We  are  talking  about  the  HI  fund  which  has 
recourse  through  general  revenues.  It  is  not  simply  the  tax 

Chairman  Domenici.  So  you  are  not  referring  to  the  hospitaliza- 
tion program? 

Senator  Lautenberg.  I  am. 

Chairman  DOMENICI.  When  you  speak  about  those  items — well, 
that  is  the  trust  fund. 

Senator  Lautenberg.  That  is  the  trust  fund.  It  is  also  supple- 
mented by  other  funds,  and  I  would  submit 

Chairman  Domenici.  Thank  you.  I  am  sorry  for  interrupting. 

Senator  Lautenberg.  I  would  submit  to  you,  Mr.  Chairman,  that 
when  we  look  at  the  means  for  financing  of  Part  B  HI  program  and 
the  rest  of  Part  B  that  we  do  reach  into  the  general  treasury  at 
times  as  part  of  the  financing  of  this.  But  no  place  has  it  ever  been 
contemplated  that  what  we  would  be  doing  is  asking  the  elderly, 
the  people  who  are  medicare  beneficiaries  and  the  disabled  to  give 
up  some  of  their  benefits  such  that  we  can  finance  a  tax  cut  for 
people  like  me.  That  is  what  happens.  We  are  giving  the  majority 
of  these  tax  cuts  to  people  who  do  not  need  them,  can  afford  to  ig- 
nore them,  but  we  are  sajdng  to  the  elderly,  Listen,  you  have  got 
to  take  a  hit  for  $260  billion  while  there  is  a  proposal  to  give  you 
$190  billion  tax  cut. 

I  do  not  hear  much  enthusiasm  for  it  around  the  table,  but  the 
fact  is  that  it  is  lurking  out  there  in  the  woodwork. 

I  want  to  ask  you  this.  Madam  Secretary,  because  we  have  heard 
a  lot  of  criticism  about  the  cooperative  spirit.  But  Republicans  in 
both  Houses  are  now  calling  for  a  commission  to  solve  the  medicare 
crisis,  and  they  want  the  President  to  come  forward  with  a  plan  so 
that  they  can  work  with  the  Administration.  I  think  this  call  for 
bipartisanship  and  cooperation  is  somewhat  unusual  based  on  the 
experience  that  we  have  had  over  the  last  couple  years. 

Did  the  House  Republicans  call  for  the  White  House  to  cooperate 
with  them  as  they  wrote  the  Contract  with  America?  Was  there  a 
consultation  on  that?  Did  they  say,  What  do  you  think  about  that, 
give  us  your  input?  Will  this  perhaps  destroy  much  of  what  Gov- 
ernment is  supposed  to  be  doing  for  our  citizens?  Did  they  say  they 
wanted  to  work  together  on  welfare  reform? 
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Why  all  of  a  sudden  is  there  this  sudden  interest  in  bipartisan- 
ship? It  is  because  they  cannot  find  a  way  to  increase  military 
spending,  give  tax  cuts  to  the  rich,  and  at  the  same  time  protect 
medicare. 

Last  year  when  the  Administration  was  trying  to  pass  health 
care  reform,  would  you  characterize  the  Republican  tactics  as  being 
cooperative  and  bipartisan? 

Chairman  DOMENICI.  What  was  that.  Senator?  Which  package? 

Senator  Lautenberg.  The  Republican  package. 

Chairman  DOMENICI.  House  package? 

Senator  Lautenberg.  No;  when  they  were  trying  to  pass  health 
care  reform.  I  wanted  to  catch  your  attention,  Mr.  Chairman. 

Senator  Lautenberg.  Was  that  known  for  an  example  of  pure  bi- 
partisan cooperation  and  cooperative  activity? 

Secretary  Shalala.  I  do  not  think  so.  Senator.  I  am  still  recover- 
ing from  the  bruises,  actually. 

Senator  Lautenberg.  Madam  Secretary,  you  say  that  the  results 
of  these  medicare  proposed  cuts  might  be  devastating  for  rural 
health  care  facilities,  hospitals,  et  cetera.  Do  you  have  any  idea 
what  cuts  in  medicaid  also  proposed  might  mean  to  health  pro- 
grams for  children? 

Secretary  Skalala.  Well,  obviously,  they  would  have  an  impact 
on  the  coverage  for  children,  particularly  if  we  go  to  a  limited  block 
grant  kind  of  approach.  About  a  third  of  our  expenditures  are  basi- 
cally poor  women  and  their  children.  That  is  where  a  very  high 
percentage  of  poor  children  get  their  health  insurance.  It 
means 

Senator  Lautenberg.  Do  you  have  any  idea  what  percentage? 

Secretary  Shalala.  What  percentage  of  the  poor  children  in  the 
United  States  get  their  health  insurance  from  the  Medicaid  pro- 
gram? 

Senator  Lautenberg.  Yes. 

Secretary  Shalala.  It  must  be  20  percent. 

Senator  Lautenberg.  Well,  let  me  clarify.  What  percentage  of 
the  Medicaid  program  deals  with  children? 

Secretary  Shalala.  Two-thirds  of  medicaid  expenditures  deal 
with  senior  citizens  and  the  disabled.  One-third  deals  with  children 
and  with  their  mothers. 

Senator  Lautenberg.  So  the  kind  of  cuts  that  are  suggested,  I 
am  told  by  a  hospital  administrator  in  Newark,  which  is  one  of 
America's  poorest  cities,  our  poorest  large  city,  is  that  it  could  have 
the  effect  of  closing  a  hospital  that  is  devoted  primarily  to  treating 
children  with  trauma,  et  cetera,  that  70  percent  of  their  income 
comes  from  medicaid  funding. 

Is  that  not 

Secretary  SHALALA.  Well,  I  think  the  point  that  you  are  making 
is  a  very  good  one,  and  that  is,  urban  public  hospitals  that  are  the 
safety  net  hospitals  in  this  country  would  be  devastated  by  both 
medicaid  and  medicare  cuts.  The  big  Chicago  public  hospital,  for 
example,  is  very  dependent  on  both  medicare  as  well  as  medicaid. 
That  is  our  urban  safety  net.  Those  are  our  urban  safety  net  hos- 
pitals. 
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Cuts  will  have  a  similar  impact  on  rural  hospitals  because  these 
institutions  basically  are  being  maintained  because  of  the  strength 
of  the  Medicare  and  Medicaid  program. 

Senator  Lautenberg.  Thank  you. 

Thanks  very  much,  Mr.  Chairman. 

Chairman  DOMENICI.  Senator  Snowe? 

Senator  Snowe.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  you,  Madam  Secretary,  to  the  committee. 

Secretary  Shalala.  Thank  you.  Senator. 

Senator  Snowe.  I  think  one  of  the  difficult  aspects  of  this  issue 
and  the  ensuing  debate  as  to  who  goes  first  is  the  fact  that  these 
are  issues  that  certainly  require  Presidential  leadership.  And, 
frankly,  in  all  the  years  I  have  been  here,  I  have  never  heard  a 
President  say  I  am  going  to  wait  for  the  Chairman  of  the  Budget 
Committee  to  move  first  before  I  present  my  proposals. 

The  fact  is  the  President  can  offer  initiatives  which  would  act  as 
an  impetus  to  this  entire  issue  by  advancing  his  proposals  on  an 
issue  that,  as  you  mentioned,  has  been  longstanding.  Yes,  there 
have  been  trends  that  would  demonstrate  that  the  Medicare  Hos- 
pital Insurance  Trust  Fund  was  moving  toward  insolvency,  but 
those  trends  are  putting  us  closer  and  closer  to  that  date.  So  I  am 
a  little  confused  by  the  President's  position  on  this  issue. 

First,  we  heard  that  we  should  wait  for  the  budget  resolution  be- 
fore we  hear  from  the  Administration.  And  second,  we  have  also 
heard  that  Einy  reforms  to  the  Medicare  System  should  be  in  the 
context  of  comprehensive  health  care  reform.  So  is  it  one  of  these — 
or  both  of  these — issues  that  serve  as  conditions  for  reforming  the 
Medicare  System  as  far  as  the  administration  is  concerned? 

Secretary  Shalala.  If  you  take  out  the  word  "comprehensive,"  it 
is  both  of  those  conditions.  But  let  me  point  out  the  order  in  which 
we  laid  them  out. 

For  2  years,  we  provided  very  strong  leadership  on  health  care, 
first  in  OBRA  1993  where  we  added  3  years  to  the  HI  Trust  Fund 
solvency,  then  in  our  own  health  care  reform  proposEds.  After  the 
election,  the  President  said  very  clearly  that  we  had  a  number  of 
things  we  needed  to  do  in  this  country  because  there  was  still  a 
health  care  crisis;  that  the  steps  we  take  ought  to  be  more  incre- 
mental. He  did  not  use  the  word  "comprehensive."  He  was  very 
careful.  The  steps  we  take  ought  to  be  more  incremental,  and  it 
ought  to  be  done  in  a  bipartisan  manner,  and  we  include  in  these 
reforms  what  we  obviously  have  anticipated  for  2  years  because  we 
inherited  an  HI  Trust  Fund  that  actually  had  a  1999  projected  in- 
solvency date.  And  the  President  has  consistently  SEud  the  growth 
of  medicare  and  medicaid  cannot  be  sustained  if  we  are  both  going 
to  balance  the  budget,  bring  down  the  deficit,  and  be  able  to  afford 
medicare  and  medicaid  in  the  future  years. 

So  there  are  a  number  of  things  we  need  to  do.  What  he  has  said 
is  that  it  requires  a  bipartisan  process  to  do  all  of  these  things,  and 
that  is  the  way  he  would  like  to  take  the  steps. 

He  has  also  said  more  recently  that  we  woiild  like  to  see  the 
budget  resolution,  in  part  because  of  the  conversations  that  we 
have  heard,  a  combination  of  leaks  and  statements,  that  suggest 
that  medicare  cuts  are  going  to  be  used  to  finance  a  huge  tax  cut 
for  the  well-to-do.  That  is  the  explanation  for  why  the  President 
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has  both  connected  the  budget  resolution  as  well  as  continues  his 
commitment  to  move  in  a  bipartisan  manner  and  will  not  back 
down  on  the  need  of  this  country  to  face  what  is  a  continuing 
health  care  crisis  and  a  growing  one  in  terms  of  the  number  of  peo- 
ple in  the  private  sector  who  are  losing  their  health  insurance  and 
the  pressure  that  is  putting  on  both  the  Medicaid  System  as  well 
as  the  Medicare  System  in  this  country. 

Senator  Snowe.  But  it  does  not  change  the  dynamics.  Even  if 
you  saw  our  budget  resolution,  the  President  still  can  offer  his 
counterproposal  to  that  budget  resolution.  So  what  difference  does 
it  make?  If  the  President  of  the  United  States  thinks  that  this  is 
such  an  important  issue,  then  he  should  exercise  Presidential  lead- 
ership and  offer  his  proposal  irrespective  of  what  Congress 

Secretary  Shalala.  The  President  has  already  offered  his  budg- 
et, and  he  has  also  offered  a  process  for  discussing  health  care  re- 
form in  this  country,  incremental  health  care  reform,  which  in- 
cludes the  HI  Trust  Fund.  We  have  our  budget  on  the  table  and 
a  process  that  we  have  outlined.  What  we  are  waiting  for  is  your 
budget  and  a  commitment  to  a  process  of 

Senator  Snowe.  Well,  I  do  not  know.  What  has  the  President  of- 
fered in  terms  of  reform  of  the  Medicare  System?  I  assume  that 
you  consider  his  proposals  that  you  worked  on  last  year,  naturally, 
to  be  comprehensive  health  care  reform.  Was  not  his  health  care 
plan  comprehensive? 

Secretary  Shalala.  Yes,  but  we  have  not  resubmitted  those,  Sen- 
ator Snowe.  What  we  have  said  is  that  we  believe  that  this  country 
cannot  stand  pat,  that  we  ought  not  to  be  defending  the  status  quo, 
that  the  Medicare  System  is  already  going  through  reforms. 

As  you  well  know,  we  have  moved  rapidly  into  managed  care, 
that  the  Medicare  Program  is — actually  the  number  of  recipients 
who  are  moving  into  managed  care — is  increasing  at  1.5  percent  a 
month.  No  Administration  has  moved  more  people  more  rapidly 
into  managed  care  both  in  medicaid  as  well  as  medicare. 

We  have  also  streamlined  our  computer  systems.  We  have  al- 
ready announced  that  we  intend  to  increase  the  number  of  options 
available  to  medicare  recipients.  The  baseline  over  the  last  2  years 
has  come  down,  both  in  relationship  to  what  we  did  initially  on  def- 
icit reduction  and  the  kind  of  programmatic  changes  that  we  made. 
Medicare  growth  has  already  slowed  down  by  2  percent. 

Medicare  growth  per  capita  is  now  below  the  private  sector,  so 
that  one  cannot  say  that  there  are  not  things  going  on  in  the  Medi- 
care System  that,  in  fact,  reflect  the  President's  commitment  to 
slowing  down  the  growth  of  the  Medicare  System.  Should  we  do 
some  additional  things?  Absolutely.  We  have  laid  our  budget  out. 
We  have  said  that  we  want  a  bipartisan  process.  We  are  waiting 
to  see  the  budget  resolution  because  we  have  heard  what  we  be- 
lieve are  proposals  for  medicare  cuts  that  are  almost  unbelievable. 
And  we  would  like  to  see  the  budget  resolution,  and  we  are  assum- 
ing that  it  is  going  to  come  shortly. 

Senator  Snowe.  Can  I  just  respond  by  saying  that  in  the  1994 
budget  resolution  the  Administration  had  $48  billion  in  medicare 
cuts.  And,  of  course,  you  mentioned  that  OBRA  1993  had  $56  bil- 
lion that  went  for  deficit  reduction  and  did  not  go  for  medicare  sav- 
ings. And  then  there  are  the  17  proposals  included  in  the  Presi- 
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dent's  health  care  plan  of  last  year  that  not  only  increased  bene- 
ficiaries' costs  but  also  increased  the  costs  to  providers. 

So  I  guess  what  I  am  sa3dng  is  no  one  is  pure  on  this  issue,  and 
I  think  that  we  ought  to  start  from  the  premise  of  trying  to  reform 
the  program  without  engaging,  I  think,  in  a  lot  of  partisanship  on 
an  issue  that  needs  to  be  addressed. 

Secretary  Shalala.  Senator  Snowe,  as  you  well  know,  in  our 
health  care  reform  proposal  we  did,  indeed,  take  some  cuts — or 
slow  down  the  growth  of  the  Medicare  System  as  people  like  to  say, 
but  we  invested  that  money  in  additional  coverage,  in  strengthen- 
ing the  Medicare  System,  and  those  reductions  were  tied  to  things 
that  were  going  to  happen  in  the  private  sector.  They  were  not  ac- 
cepted. We  need  to  go  back  through  a  process,  and  we  have  indi- 
cated that  we  are  prepared  to  do  that.  But,  we  also  would  like  to 
see  the  budget  resolution.  We  would  like  to  see  the  Republican 
budget. 

Senator  Snowe.  Thank  you. 

Secretary  Shalala.  You  are  welcome. 

Senator  Gregg  [presiding].  Senator  Simon? 

Senator  SiMON.  Thank  you,  Mr.  Chairman. 

Thank  you.  Madam  Secretary,  for  being  here.  First  of  all,  I  apolo- 
gize for  not  being  here  yesterday.  Senator  Frist  and  I  have  been 
involved  in  the  Dr.  Foster  hearings. 

Let  me  just  make  a  few  reflections.  I  have  been  here  in  Congress 
longer  than  any  of  you,  with  the  exception  of  Senator  Domenici.  I 
think  one  of  the  things  that  has  changed  over  the  21  years  that  I 
have  been  here  is  that  we  have  increased  the  partisanship.  And  I 
do  not  think  it  has  served  the  American  people  or  our  Government 
well.  And  I  do  not  blame  Pete  Domenici;  I  do  not  blame  Jim  Exon. 
I  would  just  mention,  Mr.  Chairman,  that  we  have  increased  the 
partisanship  in  Congress  in  my  years  here. 

I  remember  when  Ed  Muskie  and  Henry  Bellmon  were  the  two 
members  who  led  this  Budget  Committee  £ind  who  would  get  to- 
gether and  agree  together,  in  consultation  with  other  members. 

I  do  not  think  it  is  possible  for  Pete  Domenici  and  Jim  Exon  to 
do  that  because  of  the  atmosphere  in  which  we  live  today.  They 
would  get  pounded  by  the  Republican  Caucus  and  the  Democratic 
Caucus. 

The  reality  is  both  parties  are  suggesting  tax  cuts  and  both  par- 
ties, by  implication,  through  medicare  and  medicaid,  are  suggesting 
tax  increases  at  the  same  time.  We  are  going  to  have  to  face  up 
to  some  things.  That  includes  some  means  testing  on  medicare. 

Just  as  an  example,  those  of  us  who  have  incomes  over  $100,000 
ought  to  pay  our  own  physicians.  That  does  not  help  the  hospital 
fund,  but  these  things  are  all  related. 

The  whole  fundamental  question  is  how  do  we  limit  health  care 
costs  without  diminishing  quality.  And  I  think  we  are  going  to  have 
to — if  we  are  going  to  solve  this  thing,  we  are  going  to  have  to  have 
a  bipartisan  commission,  because  there  are  no  popular  answers 
here.  All  the  answers  are  unpopular.  And  then  get  an  evenly  bal- 
anced commission,  get  people  like  Henry  Aaron  and  Judy  Feder, 
who  are  experts  in  this  field,  who  are  policy  wonks  and  know  the 
figures,  and  get  them  involved  in  this,  and  then  we  are  going  to 
have  to  face  some  tough  questions — long-term  care. 
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I  heard  Senator  Snowe  refer  to  the  President's  bill  last  year  as 
comprehensive.  It  was  fairly  comprehensive,  but  it  did  not  include 
to  any  great  extent  long-term  care.  That  is  going  to  require  reve- 
nue. We  are  going  to  have  to  face  up  to  that  if  we  are  going  to  do 
anything  seriously  about  medicaid  and  medicare. 

I  am  eager  for  these  short-term  and  long-term  answers,  but  I  do 
not  think  we  are  going  to  come  up  with  any  solid  answers  in  this 
budget.  I  think  we  are  going  to  have  to  go  ahead  with  this  budget, 
come  up  with  some  answers  that  are  not  popular,  but  we  are  going 
to  basically  duck.  Both  political  parties  are  trying  to  point  their  fin- 
ger at  the  other  party,  and  we  are  going  to  have  to  move  beyond 
that  stage. 

This  is  not  a  question.  Madam  Secretary,  just  an  observation 
from  one  member  of  this  committee. 

Thank  you,  Mr.  Chairman. 

Chairman  DOMENICI.  Thank  you,  Senator  Simon,  for  your  obser- 
vations. I  greatly  appreciate  them,  and  I  think  they  are  welcome 
in  terms  of  what  is  going  on  in  the  country  right  now.  I  would 
imagine  most  Americans  would  agree  we  ought  to  do  what  you  are 
suggesting. 

Senator  Frist? 

Senator  Frist.  Thank  you. 

Madam  Secretary,  welcome. 

Secretary  Shalala.  Thank  you. 

Senator  Frist.  I  want  to  follow  up  on  Senator  Grassley's  earlier 
comments,  and  I  know  we  have  been  through  a  lot.  We  will  go 
through  it  very  quickly.  Then  I  would  like  to  move  to  comprehen- 
sive reform  briefly,  and  then  come  back  to  some  specific  things  that 
I  think  the  Administration  is  doing  that  I  would  be  interested  in 
in  terms  of  risk  contracting,  moving  towards  other  types  of  alter- 
native ways  of  delivering  care  in  the  Medicare  Program. 

In  February  when  you  were  here,  I  also  asked  why  we  had  to 
wait  for  this  new  trustee  report  to  come  out  with  regard  to  the  im- 
pending bankruptcy  of  Medicare  Part  A.  Although  I  have  not  been 
here  in  the  past,  I  have  gone  back  to  look  at  previous  reports,  and 
I  think  it  has  been  clear,  as  many  people  have  stated,  that  the 
problem  is  not  new.  Bankruptcy  is  impending.  The  year  has  shifted 
a  little  bit.  But  that  is  about  it.  The  reports  are  otherwise  pretty 
similar. 

You  at  that  meeting  did  say  you  weuited  to  wait  until  now,  until 
that  report  came  out.  Now  it  has  been  out  about  a  month.  Again, 
a  number  of  questions,  fairly  quickly. 

Are  you  prepared  to  have  a  discussion  with  Congress  today  with 
regard  to  this  issue? 

Secretary  Shalala.  Well,  I  think  the  President  has  laid  out  some 
conditions  and  one  of  them  is  that  we  would  like  to  see  the  budget 
resolution  before  we  talk  about  the  bipartisan  process.  We  certainly 
are  committed  to  a  bipartisan  process,  but  we  have  also  said  very 
clearly  that  we  would  like  to  see  the  budget  resolution.  And 

Senator  Frist.  OK.  And  I  think  we  have  probably  discussed  that 
enough. 

Secretary  Shalala.  Right. 
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Senator  Frist.  The  trustees  predict  that  the  Medicare  Hospital 
Insurance  Trust  Fund  will  go  bankrupt  in  the  year  2002.  That  is 
in  the  report;  is  that  correct? 

Secretary  Shalala.  Yes. 

Senator  Frist.  The  budget  itself,  as  I  have  had  the  chance — and, 
again,  being  a  new  member  here,  I  have  really  gone  back  and  tried 
to  spend  as  much  time  on  the  budget,  your  budget,  what  we  are 
looking  at,  as  well  as  the  trustee  report.  But,  basically,  we  have 
just  extended  some  of  the  policies  in  this  budget  report,  the  Presi- 
dent's budget  report,  the  Administration  just  extended  policies,  no 
major  reform. 

Secretary  Shalala.  And  the  President  made  clear  that  that  is 
what  he  did  because  he  believed  that  incremental  reform  ought  to 
have  a  bipartisan  process.  We  had  tried  it  before  and  that  it  ought 
to  be  part  of  a  bipartisan  process. 

Senator  Frist.  But  if  we  were  to  implement  this  budget,  the  Hos- 
pital Insurance  Trust  Fund  would  go  bankrupt  7  years  from  now 
if  we  implemented  this  budget? 

Secretary  Shalala.  Assuming  there  were  no  other  changes  in  the 
health  care  system,  but  that  budget  was  accompanied  by  a  very 
clear  message  from  the  President  in  his  State  of  the  Union  speech 
that  his  assumption  was  that  we  would  also  be  having  a  health 
care  reform  discussion  along  with  the  budget.  So  there  was  never 
an  assumption  on  our  part  that  it  would  just  be  the  budget,  but 
that  there  would  be  a  health  care  reform  discussion. 

Senator  Frist.  And  the  discussion  will  take  working  with  Con- 
gress, I  would  think. 

So  the  year  2002,  based  on  this  budget,  based  on  the  budget  pro- 
posed, there  will  be  no  money  in  the  trust  fund.  Based  on  the  budg- 
et. 

Secretary  SHALALA.  The  trust  fund  would  not  be  able  to  make 
it — there  would  be  no  money.  There  would  be  money  paid  in,  but 
not  enough  to  pay  out 

Senator  Frist.  So  there  is  no  money,  and  then  if  we  look  at  the 
trustee  report  as  well,  the  trustee  report  basicgdly  on  page  12  says. 

It  is  important  to  remember,  however,  that  under  present  law  there  is  no  authority 
to  pay  Hospital  Insurance  benefits  if  the  assets  of  the  HI  Trust  Fund  are  depleted. 

So  based  on  those  things,  can  I  assume  that  if  Congress  imple- 
ments the  President's  plan  for  medicare,  which  is  given  in  the 
budget,  there  will  be  no  assets  in  the  trust  fund  7  years  from  now 
and,  therefore,  medicare  cannot  pay  the  hospital  bills? 

Secretary  Shalala.  Let  me  repeat  that  the  President  accom- 
panied his  budget  with  a  very  clear  message,  that  he  wanted  to  sit 
down — that  this  was  his  budget,  but  he  wanted  to  sit  down  in  a 
bipartisan  manner  to  discuss  the  health  portion  of  it,  and,  there- 
fore, he  recognized  that  the  budget  did  not  contain  what  he  ex- 
pected to  be  a  thoughtful  health  care  process  that  would  both  pro- 
tect the  HI  Fund,  slow  down  the  growth  in  medicare,  and  deal  with 
the  impUcations  on  the  private  sector. 

Senator  FRIST.  But  currently  neither  you  nor  the  President  has 
any  proposal  which  guarantees  that  seniors  and  the  disabled  will 
receive  medicare  benefits  8  years  fi-om  now,  currently? 
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Secretary  Shalala.  We  have  committed  ourselves  to  a  process  as 
part  of  his  comments  on  the  budget  that  would  make  certain — and 
he  has  said  very  clearly 

Senator  Frist.  But  currently.  I  hate  to  keep  coming  back  to  it, 
but  I  am  just  trying  to  get  to  the  real  fundamental  basics  of  it.  I 
know  what  he  has  said,  but  currently  in  the  budget,  it  will  be 
broke,  no  assets,  no  way  to  pay  for  seniors'  care. 

Let  me  shift.  In  your  testimony  also  you  stated  that. 

Although  the  trustees  report  addresses  cost  growth  in  both  the  HI  and  the  SMI 
Trust  Funds,  the  issue  of  greatest  concern  is  HI  Trust  Fund  solvency. 

Secretary  Shalala.  Correct. 

Senator  Frist.  Let  me  just  shift  a  moment  to  Medicare  Part  B. 
The  Supplemental  Insurance  Trust  Fund  is  much  more  difficult,  I 
think,  to  look  at.  Is  it  correct  that  the  Part  B  trust  funds  do  not 
have  a  dedicated  tax  but,  rather,  resort  and  rely  upon  the  general 
treasury  funds. 

Secretary  Shalala.  That's  correct. 

Senator  Frist.  Isn't  it  true  that  the  luxury  of  these  automatic 
transfers  from  the  general  tax  fund  make  it  more  difficult  to  meas- 
ure the  impact  on  the  budget? 

Secretary  Shalala.  I  don't  know  why  that  would  be. 

Senator  Frist.  Well,  let  me  go  ahead. 

Secretary  Shalala.  I  mean,  we  obviously  do  projections  the  way 
we  do  with  every  entitlement,  so  I  am  not  quite  sure  what  you 
are 

Senator  Frist.  Well,  that  is  what  bothers  me  a  little  bit.  The  pro- 
jections show,  on  Part  B,  that  they  will  continue  to  grow  at  12  per- 
cent per  year  for  the  next  10  years,  yet  you  say  it  is  of  lesser  con- 
cern, and  I  think  that  that  too  demands  immediate  attention.  I 
mean,  for  some  reason  you  concentrate  on  Part  A. 

Secretary  SHALALA.  I  don't  want  to  imply  that  we  think  that  any 
of  this  is  of  lesser  concern.  The  President's  statements  have  been 
very  clear  that  his  Government  wants  to  work  with  Congress,  and 
if  we  want  to  balance  the  budget  and  bring  down  the  deficit,  we 
must  deal  with  the  issue  of  the  growth  of  the  health  care  portion. 
All  he  said  is,  you  can't  do  that  without  simultaneously  thinking 
through  the  implications  for  the  private  health  care  market  at  the 
same  time. 

Senator  Frist.  Thank  you. 

Could  I  have  1-more  minute  or  2? 

Chairman  DOMENICI.  Sure. 

Senator  Frist.  Now,  let  me  go  through  a  series  of  questions.  Sec- 
retary Shalala,  that  will  help  me  in  terms  of  thinking  what  we 
need  to  do  in  the  future,  fairly  specific  questions,  and  I  will  go 
through  them  real  quick. 

You  mentioned  just  a  few  moments  ago  that  we  are  moving  to- 
wards more  coordinated  care.  The  system  itself  is  moving  along 
today.  A  series  of  questions: 

Seniors  in  Tennessee,  where  I  am  from,  do  not  have  an  option 
in  medicare  risk  contracting,  HMO,  at  all.  Is  the  Administration 
currently  looking,  encouraging  growth  in  this  type  of  program? 

Secretary  Shalala.  The  answer  is,  what  we  would  like  to  do  and 
what  we  are  working  on  is  increasing  the  number  of  options  avail- 
able to  seniors,  and  you  and  I  have  talked  about  that  before. 
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Senator  Frist.  In  Tennessee  we  have  no  options.  We  have  one 
option. 

Secretary  Shalala.  Yes,  and  what  we  believe  we  need  to  do  is 
to  increase  the  options  available  to  seniors,  and  that  includes 
PPOs,  HMOs 

Senator  FRIST.  A  range,  a  broad  range. 

Secretary  Shalala.  A  broad  range. 

Senator  Frist.  Under  present  law,  do  you  have  the  authority  to 
expand  the  geographic  reimbursement  area? 

Secretary  Shalala.  I  guess  that's  a  technical  question  and  I 
don't  know  the  answer  to  it. 

Senator  Frist.  Can  you  get  back  or  supply  it  to  me? 

Secretary  Shalala.  Yes,  absolutely. 

Senator  FRIST.  Under  present  law,  do  you  have  the  authority  to 
add  a  health  risk  adjuster?  I'm  trying  to  figure  out  who  has  this 
authority.  And  if  not,  if  you  could  get  back  to  me. 

Secretary  Shalala.  The  answer  is,  I  have  the  authority  to  look 
at  it,  and  that  is  what  we  are  in  the  process  of  doing,  and  that  is 
looking  at  an  alternative  payment,  reimbursement  system.  As  you 
know,  we  are  looking  at  a  competitive  bid  alternative,  but  I  believe 
that  we  will  probably  have  to  come  back  to  Congress  for  legislation, 
to  be  able  to  introduce  an  alternative  to  the  current  relationship 
between  fee-for-service  and  the  contracts. 

Senator  Frist.  Thank  you.  I  will  yield,  because  I  know  my  time 
is  up.  I  have  about  four  or  five  other  questions  that  are  specific  like 
that. 

Secretary  Shalala.  We  would  be  happy  to  provide  answers  for 
the  record. 

Senator  Frist.  I  will  be  happy  to  do  that.  Thank  you. 

Chairman  DOMENICI.  Thank  you  very  much. 

Senator  Lott? 

Senator  Lott.  Thank  you,  Mr.  Chairman,  and  thank  you.  Madam 
Secretary,  for  being  here.  You  have  done  your  usual  very  effective 
job. 

Let  me  sort  of  outline  where  I  think  we  are,  and  so  of  in  the  vein 
of  the  comments  of  the  Senator  from  Illinois  a  while  ago.  What  is 
going  to  happen  is,  you  are  saying  "Produce  the  budget." 

We  are  going  to  do  that.  This  committee  is  going  to  vote  next 
week.  We  are  going  to  step  up  and  we  are  going  to  do  the  job.  We 
will  probably  have  to  do  it  in  a  straight  party  line  vote,  but  we  are 
going  to  do  it,  and  we  are  also  going  to  do  it  on  the  floor  of  the 
Senate  in  the  next  week,  so  we  are  going  to  produce  our  budget. 

Then  what  will  happen  is,  you  and  the  President  will  engage  in 
a  period  of  partisan  politics.  You  will  bash  it.  You  will  attack  it. 
There  will  be  incoming  bricks,  and  we  understand. 

Now,  here  is  the  question,  though.  After  we  go  through  that, 
after  we  take  the  tough  stand  and  cast  the  votes  and  you  attack 
us  for  it,  will  we  then  get  together  and  do  what  really  needs  to  be 
done?  I  hope  we  can  do  that.  I  know  the  Senator  from  Illinois 
would  like  to  see  us  do  that. 

I  do  think  it  probably  will  take  a  bipartisan  commission.  That 
has  already  been  suggested  by  the  leaders  in  Congress  and  rejected 
by  the  President,  but  I  hope  as  the  year  goes  forward  we  can  quit 
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playing  politics  with  this  and  do  the  serious  things  that  need  to  be 
done. 

Now,  let  me  ask  you  some  specific  questions.  Isn't  it  a  fact  that 
we  are  not  talking  about,  even  in  our  budget  proposals,  and  you 
have  some  familiarity  with  them,  we  are  not  talking  about  cuts,  we 
are  talking  about  limiting  the  rate  of  growth? 

Secretary  Shalala.  If  the  rate  of  growth  that  we  are  limiting 
doesn't  cover  costs,  then  we  are  indeed  talking  about  cuts.  I  mean, 
the  point  is  in  real  life  that  if  there  are  not  enough  resources  to 
cover  actual  costs,  then  for  the  individual  or  for  the  provider  it  is 
in  fact  a  cut. 

And  since  the  Medicare  System  that  we  are  speaking  about  al- 
ready has  a  rate,  a  per-person  rate  of  growth  that  is  below  the  pri- 
vate sector,  if  you  go  deeper  into  that  system,  you  are  talking  about 
getting  below  what  the  providers'  actual  costs  are,  and  then  the  im- 
plications of  that  are  what  we  have  been  talking  about  this  morn- 
ing. 

Senator  Lott.  Well,  as  a  matter  of  fact,  in  your  trustees'  report 
you  do  point  out  that  the  income  to  this  fund  is  $117.4  billion  in 
1995.  It  grows  each  year— $124,  $129,  $134,  $139,  $144  biUion, 
right  on  up  to  the  year  2002,  that  the  annual  income  is  then  up 
to  $154.9  billion,  a  significant  increase  every  year,  and  yet  the  gap 
between  what  is  coming  in  and  what  is  going  out  continues  to 
grow. 

Secretary  Shalala.  That's  correct,  because  health  care  costs  in 
this  country,  as  you  well  know.  Senator  Lott,  are  growing  faster 
than  people's  real  wage  income,  so  we  have  this  gap  between  the 
growth  in  our  health  care  costs  and  the  money  that  is  being  paid 
into  the  system,  because  the  wages  on  which  the  financing  of  the 
Medicare  System  are  based  are  not  growing  as  fast. 

But  again  let  me  repeat,  medicare's  per  capita  growth  is  now  in- 
creasing at  a  slower  rate  than  the  private  sector  health  care  costs, 
so  we  are  not  talking  about  a  system  any  longer  that  is  out  of  line 
in  terms  of  its  growth  rates  with  what  is  happening  in  the  private 
sector.  That  is  why  it  is  a  problem  for  both  the  private  sector  and 
the  public  sector.  It  is  a  problem  for  America's  businesses. 

Senator  LOTT.  Well,  let's  talk  about  some  specific  numbers.  I 
have  seen  these  numbers,  and  I  would  like  for  you  to  confirm  them 
for  me,  that  the  average  per  capita  medicare  spending,  Parts  A  and 
B,  will  rise  from  $4,287  in  1995  to  $6,580  in  the  year  2000,  a  54 
percent  increase  per  capita.  Is  that  an  accurate  figure? 

Secretary  SHALALA.  I  can't  confirm  your  specific  figures.  What  I 
can  say  is  that  the  public  and  private  sectors  are  not  out  of  line 
in  terms  of  how  they  are  growing  together,  and  we  are  dealing  with 
a  much  more  serious  population  in  the  sense  that  they  tend  to  be 
sicker  because  they  are  older. 

Senator  Lott.  But  I  want  to  make 

Secretary  SHALALA.  So  if  your  point  is  that  health  care  costs  in 
this  country  are  growing  too  rapidly,  the  answer  is  yes,  and  we 
have  said  that 

Senator  Lott.  My  point  is  that  what  is  being  paid  to  individuals 
annually  per  capita  is  going  up  dramatically  for  each  individual.  As 
a  matter  of  fact,  isn't  it  true — and  I  have  seen  this  number  some- 
where— that  an  individual  will,  over  their  lifetime,  getting  these 
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medicare  benefits,  will  get  somewhere  between  as  low  as  $68,000 
up  to,  I  have  heard  the  figure,  $120,000  per  individual,  that  much 
more  back  than  they  pay  in?  So  we  are  subsidizing  every  individual 
on  medicare,  somewhere  between  $68,000  and  $120,000  in  a  life- 
time. Is  that  true?  Isn't  that  an  incredible  figure? 

Secretary  Shalala.  Senator,  let  me  simply  repeat,  that  is  be- 
cause health  care  costs  are  growing  faster  than  wages,  than  infla- 
tion, and  that  is  the  problem. 

What  you  are  outlining  is  the  health  care  crisis  in  this  country. 
We  have  a  health  care  system  that,  for  a  variety  of  reasons  that 
Senator  Frist  can  tell  you,  is  simply  growing  at  a  more  rapid  rate 
than  our  income. 

It  is  that  gap  that  has  produced  a  crisis,  but  it  also  is  that  gap 
that  reflects  one  of  the  world's  greatest  health  care  systems,  new 
technology,  people  living  longer  and  being  healthier  as  a  result  of 
that  investment,  so  we  have  to  find  a  balance. 

Chairman  DOMENICI.  Would  the  Senator  yield? 

Senator  Lott.  I  would  be  glad  to.  In  fact,  my  time  has  expired. 

Chairman  DOMENICI.  Madam  Secretary,  are  you  suggesting  that 
we  sit  by  until  we  get  the  per  capita  income  of  this  country  up  be- 
fore we  solve  this  imbalance  here? 

Secretary  Shalala.  Absolutely  not. 

Chairman  DOMENICL  Do  you  want  the  country  to  go  broke  first? 

Secretary  Shalala.  Absolutely  not. 

Chairman  Domenicl  And  then  we  will  solve  this? 

Secretary  SHALALA.  Absolutely  not.  I  am  suggesting  that  this  is 
why  it  is  hard  to  do,  and  that  what  we  have  to  do  is  to  figure  out 
a  way  to  slow  down  that  rate  of  growth  through  changes  in  both 
the  public  health  care  system  but  also  working  with  the  private 
health  care  system. 

Some  of  those  changes  are  already  taking  place.  We  have  already 
slowed  down  the  growth,  already.  There  are  changes  we  need  to 
make  that  have  to  do  with  choices  for  individuals.  Moving  people 
into  managed  care  we  hope  will  in  the  long  run  save  us  some 
money,  though  there  is  not  early  evidence  of  those  savings  now. 

There  are  lots  of  things  we  need  to  do.  I  am  simply  reflecting 
what  we  believe  is  an  accurate  description  of  the  problem  as  Sen- 
ator Lott  has  outlined  it. 

Chairman  DOMENICL  Any  Senators  want  one  additional  ques- 
tion? Do  you  feel  comfortable  going  to  the  next  panel? 

Senator  Lott,  did  you  have  an  additional  one? 

Senator  Lott.  If  I  could  just  ask  one  more 

Chairman  Domenicl  Please. 

Senator  Lott  [continuing].  Maybe  Senator  Snowe  or  Senator 
Frist. 

It  really  bothered  me  in  1993  when  we  raised  the  taxes  on  Social 
Security  beneficiaries,  and  not  really  for  the  wealthy,  I  mean,  you 
can  make  that  case,  but  the  people  who  now,  this  year,  had  to  pay 
that  Social  Security  tax  increase  will  argue  with  you  about  their 
income  status. 

But  what  bothered  me  the  most  was,  we  raised  taxes  on  Social 
Security  beneficiaries  and  moved  it — we  didn't  put  it  in  the  Social 
Security  Trust  Fund.  We  moved  it  over  into  the  Medicare  Trust 
Fund.  That  is  true,  isn't  it? 
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Secretary  Shalala.  And  in  fact,  it  helped,  slightly  helped,  a  little 
less  than  a  year,  to  make  the  HI  Fund  a  little  bit  more  solvent. 

Senator  Lott.  Well,  that  was  my  real  question:  How  much  did 
it  help?  I  think  I  have  seen  9  months,  maybe. 

Secretary  Shalala.  I  think  about  8  months,  8  or  9  months. 

Senator  LoTT.  So  this  new,  increased  tax,  which  is  a  significant 
tax  on  people  making  $39,000  a  year,  or  have  that  much  income, 
only  made  a  9-months  difference  in  the  Medicare  Trust  Fund? 

And  also,  what  bothered  me,  didn't  it  bother  you  that  we  began 
to  raid  Social  Security,  not  for  Social  Security  but  to  move  it  over 
into  other  programs?  They  are  separate  trust  funds,  aren't  they? 

Secretary  Shalala.  Well,  they  are  certainly  separate  trust  funds, 
but  what  bothers  me  more  is  what  some  people  have  suggested, 
and  that  is  the  idea  that  medicare  cuts  be  used  to  finance  tax  cuts 
for  the  well-off. 

Senator  LoTT.  Nobody  has  suggested  that  but  you.  Maybe  the 
President,  because  that  is  what  he  had  in  his  budget.  He  had  off- 
setting— he  proposed  cutting  Social  Security  and  cutting 

Secretary  Shalala.  I  look  forward  to  seeing  your  budget  resolu- 
tion. 

Senator  Lott.  Well,  you  are  going  to  see  it  real  soon. 

Secretary  Shalala.  Yes. 

Senator  LoTT.  Thank  you,  Mr.  Chairman. 

Senator  Frist.  Mr.  Chairman? 

Chairman  DOMENICL  Senator  Frist? 

Senator  FRIST.  I  just  want  to  close  in  saying  that,  again,  I  am 
the  newcomer  here,  as  a  physician,  a  father,  and  now  as  a  legisla- 
tor, and  I  guess  being  the  father  is  the  thing  that  bothers  me  most. 
That  is  why  this  8  year,  7-year-out  bankruptcy  really,  really  both- 
ers me. 

I  think  we  need  to  go  back  and  have  a  very  serious  discussion 
of  our  goals,  and  I  think  our  goal  needs  to  be  very  clear,  that  medi- 
care is  here  8  years  from  now,  not  just  this  incremental  stopgap 
saying,  "Well,  Congress  may  step  in  at  the  last  minute  and  address 
the  issue."  I  just  don't  think  we  can  ignore  it. 

We  can  keep  making  fairly  arbitrary  cuts,  claiming  there  is  no 
crisis.  We  can  keep  assuming  that  we  are  going  to  step  in  at  the 
last  moment,  as  others  have  in  the  past,  and  we  can  keep  pointing 
fingers  at  why  we  care  about  restoring  the  public's  confidence  in 
medicare,  and  question  why  we  want  to  guarantee  the  future  of  the 
Medicare  Program. 

But  I  guess  it  boils  down  to  the  fact  that,  since  I  haven't  been 
here  in  the  past,  I  really  have  a  hard  time  understanding  why  Con- 
gress and  the  Administration  can't  address  this  medicare  problem 
right  up  front.  I  really  look  at  my  children  each  morning  now  and 
think  that  now  I  am  in  a  position  to  do  something  about  that,  and 
I  just  don't  want  to  have  to  look  back  in  the  future  and  say  that 
we  collectively  did  not  have  the  political  will  to  address  these  fun- 
damental flaws  in  the  program,  and  leave  these  children  saddled 
with  this  intergenerational  debt. 

Secretary  Shalala.  Senator  Frist,  you  have  given  the  President's 
speech.  I  mean,  he  has  made  it  very  clear  that  we  need  to  stop 
short-term  solutions  to  the  health  care  crisis  in  this  country,  and 
you  more  than  anyone  else  understands  that  a  radical  cutting  of 
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the  Medicare  Program  has  tremendous  implications  for  the  rest  of 
the  health  care  system. 

Therefore,  this  has  to  be  a  thoughtful  process  that  at  least  in- 
cludes the  rest  of  the  health  care  problems  as  part  of  the  discus- 
sion, so  what  we  don't  do  is  destroy  the  infrastructure  in  rural 
America,  in  urban  public  hospitals,  £uid  for  those  most  vulnerable 
Americans.  We  are  committed  to  that  and  we  look  forward  to  work- 
ing with  the  Congress. 

Chairman  DOMENICI.  Any  other  questions,  Senator? 

Senator  Exon,  do  you  have  any  questions? 

Senator  ExON.  I  have  a  statement,  but  I  will  hold  until  you  finish 
up. 

Chairman  DOMENICI.  Go  ahead.  You  give  yours. 

Senator  Exon.  Just  let  me  say  that  maybe  out  of  all  of  this  ran- 
corous debate  can  come  something  constructive,  and  I  think  that  is 
what  we  all  would  like  to  see.  Earlier  on  in  my  opening  statement 
I  suggested.  Madam  Secretary,  that  after  we  receive  the  figures 
and  details  that  the  Republican  leadership  in  both  the  House  and 
the  Senate  are  going  to  come  forward  with,  I  would  hope  we  could 
get  on,  then,  with  a  bipartisan  commission  of  some  kind  for  the 
long-range  solving  of  the  problem. 

I  hear  all  of  these  concerns,  you  know,  and  I  speeik  as  not  only 
as  a  father  with  lots  of  experience  in  private  industry  and  half  of 
my  life  in  government.  I  also  am  a  grandfather,  which  gives  me  a 
little  bit  more  perspective  on  some  of  these  problems  that  we  are 
addressing. 

I  don't  believe  that  the  change  in  the  Medicare  System,  even  the 
cuts  that  have  been  suggested  by  the  Contract  on  or  for  America 
folks  over  in  the  House  of  Representatives,  is  likely  to  have  any  ad- 
verse effect  on  myself  or  my  wife  or  my  kids  or  any  of  my  eight 
grsmdchildren.  But  I  am  very  much  concerned  about  what  I  said 
earlier,  and  I  think  we  had  better  focus  in  on  this,  with  all  these 
cries  of  pain  and  suffering  that  we  are  hearing. 

How  about  the  25  percent  of  the  Social  Security  recipients  who 
would  be  tremendously  adversely  affected  by  the  Contract  with 
America  folks  and  cuts  in  taxes  for  the  richest  and  wealthiest  of 
Americans?  That  is  the  heart  and  soul  of  this  issue. 

We  can  talk  all  we  want  about  our  concerns  for  this  people.  I  am 
concerned  primarily  with  regard  to  medicare,  about  the  25  percent 
of  the  recipients  of  medicare  today  who  receive  all  of  their  income, 
in  total,  all  that  they  receive  each  and  every  month  is  their  Social 
Security  check? 

Now,  those  that  are  associated  with  the  Contract  on  or  for  Amer- 
ica are  making  a  big  thing  out  of  the  fact  that,  "Boy,  we're  going 
to  keep  our  promise.  We're  not  going  to  cut  Social  Security." 

What  I  am  trying  to  bring  home  is  that  if  we  continue  on  the 
road  that  the  Contract  on  America  folks  have  brought  forth,  no, 
they  won't  cut  Social  Security,  but  they  will  even  devastate  more 
those  25  percent  of  Americans  who  have  only  Social  Security  as 
their  income. 

They  are  not  going  to  cut  their  Social  Security  check,  as  they  say, 
but  as  you  pointed  out  in  testimony,  if  we  go  down  this  road  they 
will  be  subtracting,  they  will  be  subtracting  from  that  Social  Secu- 
rity check  the  money  that  we  are  going  to  have  to  pay  to  make  up 
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the  difference  for  the  wealthy,  ill-advised  tax  cut  that  primarily 
benefits  10  to  12  percent  of  the  highest  income  people  in  America. 

That  is  what  this  debate  is  all  about,  from  this  Senator's  perspec- 
tive, and  I  am  going  to  keep  pressing  that.  Thank  you  for  being 
here  and  for  your  testimony. 

Chairman  DOMENICI.  Thank  you  very  much.  Senator, 

For  those  who  are  listening,  I  don't  think  we  ought  to  get  in  a 
bidding  war  as  to  who  has  more  children  or  grandchildren. 

Senator  ExON.  No,  because  I'm  champion.  [Laughter.] 

Chairman  DoMENici.  Let's  see.  I  have  eight  children,  so  do  you 
have  eight  children? 

Senator  ExoN.  I  only  have  three,  but  I'm  talking  about  grand- 
children, Mr.  Chairman. 

Chairman  DoMENici.  Oh,  I  see.  Well,  how  about  we  add  the 
grandchildren  and  children? 

Senator  ExON.  I  object.  [Laughter.] 

Chairman  Domenici.  Then  I  think  the  case  is  made.  It's  not  just 
an  issue  of  grandkids,  it's  an  issue  of,  this  is  a  great  big  problem 
for  the  country,  and  anybody  that  takes  the  testimony  today  to 
mean  that  we  don't  have  some  serious  obligation  to  fix  medicare 
just  isn't  reading  it  right. 

This  is  not  an  issue  of  who  we  are  going  to  hurt.  This  is  an  issue 
of  how  we  prevent  everybody  in  this  country  from  being  hurt. 
When  we  have  something  we  can't  afford,  how  long  will  we  con- 
tinue to  tell  Americans  we  can  afford  it? 

I  mean,  there  is  no  question.  We  can  talk  all  we  want  about  this 
trustees'  report  and  about  Social  Security  and  the  other  things.  The 
truth  of  the  matter  is,  we  are  going  to  have  to  hurt  a  lot  of  people 
to  fix  it  so  we  can  afford  it,  and  nobody  can  deny  that. 

And  to  stand  up  and  say  we  are  going  to  have  to  take  all  this 
money  away  from  seniors  in  order  to  have  a  valid  Medicare  Pro- 
gram that  does  not  cost  10  percent  growth  each  year  is  just  not 
telling  the  truth,  because  we  can't.  We  can  put  a  Medicare  System 
together — and  this  committee  doesn't  have  the  luxury.  Madam  Sec- 
retary, we  just  use  numbers — and  then  you  know  you  will  negotiate 
forever  with  the  Finance  Committee  in  the  United  States  Senate 
on  how  you  fix  the  system. 

Now,  frankly,  I  believe  there  is  a  simple  proposition  that  every 
poll  is  showing,  and  it  is  that  the  people  want  Democrats  and  Re- 
publicans to  work  together  on  big,  big  American  problems.  This  is 
a  big  one  and  we  need  to  work  together. 

Today  I  again  urge  that  you  not — don't  make  any  assumptions 
watching  our  budget  resolution.  The  idea  of  tax  cuts,  the  idea  that 
we  are  taking  $250  billion  out  of  Part  A  over  the  next  7  years, 
those  numbers  are  bantered  around,  but  just  wait  and  see  what  it 
is. 

There  are  two  parts  to  medicare,  and  everybody  should  know, 
$60  billion,  Madam  Secretary,  $60  billion  is  saved  in  our  budget 
under  Part  B  insurance  if  we  just  freeze  the  31.5  percent  that  cur- 
rently seniors  are  paying  for  their  insurance.  Just  freeze  that  for 
7  years,  you  save  $60  billion,  not  $20  or  $30  billion,  $60  bilhon. 

Now,  I  don't  think  the  Secretary  is  saying  we  shouldn't  freeze 
that  at  31.5  percent  and  take  care  of  the  low-income  Social  Security 
people.  You  probably  agree  with  that,  and  that  is  the  number  that 
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you  can  save,  right  off  the  bat.  Let's  just  get  the  issue  out  there, 
and  I  urge  that  as  soon  as  possible  we  sit  down  and  try  to  solve 
this  problem. 

Now,  I  don't  want  to  get  political,  but  there  is  plenty  of  politics 
bantered  around  here  today.  I  want  to  close  by  saying  I  am  not  so 
sure  the  President  of  the  United  States  is  as  great  on  policy  as  he 
is  on  politics,  and  that  is  a  compliment.  He  is  great  on  politics,  and 
the  politics  of  this  issue  is  that  it  would  be  better  for  this  President 
if  we  don't  have  to  address  medicare  now,  and  I  submit  that  is  not 
right. 

It  has  nothing  to  do  with  what  the  House  is  doing  or  not  doing. 
The  truth  of  the  matter  is,  he  knows,  you  know,  every  advisor  he 
has  knows  we  ought  not  go  a  whole  budget  cycle  without  fixing  this 
program. 

And  the  people  won't  buy  the  idea.  Madam  Secretary,  to  wait 
around  for  comprehensive  health  insurance.  They  saw  that  thing 
already.  You  have  had  your  best  shot,  and  it  was  as  close  to  a  dead 
goose  when  it  arrived  3  months  late  as  anything  I  ever  saw. 

One  time  I  participated  in  a  Christmas  turkey.  You  know,  we 
were  putting  together  a  big  policy  and  everybody  abandoned  ship 
because  Christmas  was  nearing,  and  they  began  calling  the  pro- 
gram a  turkey.  I  stuck  it  out.  We  did  the  turkey.  It  turned  out  all 
right.  It  wasn't  a  turkey  at  all.  It  turned  out  to  be  a  pretty  good 
deal.  But,  essentially,  we  can't  wait  around  to  fix  this  entire  sys- 
tem. 

Let  me  close.  Seniors,  you  should  know  that  in  the  private  sector, 
the  non-government  sector,  we  are  using  completely  different  ways 
of  providing  health  care  than  we  are  in  medicare.  There  is  choice. 
There  are  HMOs.  There  is  managed  competition. 

In  a  sense,  our  young  people,  our  taxpayers,  are  being  victimized 
by  a  system  that  we  don't  want  to  modernize  because  we  are  fright- 
ened to  talk  about  what  it  might  save.  That  is  not  cutting  any- 
thing. That  is  sajdng  modernize  it  and  save  money,  and  we  can  do 
that. 

I  just  urge  that,  as  this  debate  continues,  that  we  get  the  facts 
before  we  get  the  cart  out  there  too  far.  We  will  try  our  very  best 
to  be  fair,  and  we  don't  intend  to  cut  an3dhing.  We  intend  to  be 
part  of  making  medicare  work,  and  frankly,  it  isn't  working  right 
now.  There  is  just  no  doubt  about  it. 

And  medicaid  isn't  working  either,  for  those  who  want  to  pre- 
serve that  system.  It  isn't  working.  And,  Madam  Secretary,  to  sit 
here  and  talk  about  the  one-third  who  are  poor  that  are  being 
helped  and  you  can't  do  it  any  other  way,  that's  not  true.  That's 
not  true. 

You  could  send  a  block  grant  to  the  States  that  grew  at  8  percent 
instead  of  10  and  say,  "One  string:  Take  care  of  the  children  and 
pregnant  women  first,"  because  we're  all  afraid  about  the  legisla- 
tures. That  would  take  care  of  your  concern,  and  we  wouldn't  spend 
as  much  money. 

That  is  not  cutting  an3rthing.  That  is  just  saying  this  program 
can't  grow  at  10  percent  a  year,  unless  we  expect  the  taxpayers  of 
America  to  have  a  revolution.  Who  is  going  to  pay  for  it?  My  kids, 
his  grandkids?  Who  is  going  to  pay  for  it? 
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So  that  is  the  issue.  The  issue  isn't  which  poHtician  wants  to  win 
what.  This  is  a  huge  American  problem,  and  if  a  Budget  Committee 
can't  have  enough  courage  to  at  least  inject  itself  in  this  issue  and 
say  we  ought  to  do  something  about  it,  then  I  don't  know  why  we 
have  budget  committees. 

What  is  more  important  in  fiscal  policy  than  to  call  it  like  it  is? 
Medicare  is  going  broke.  It  is  too  expensive.  It  can  be  cheaper  and 
do  the  same  thing,  but  we  are  all  afraid  to  say  if  that  saves  money, 
we  are  going  to  be  accused  of  cutting  something,  right? 

So  that  is  my  version  of  this  debate.  I  sat  by  and  listened  to  ev- 
erybody else  talk  about  everything  under  the  sun  except  that.  Talk- 
ing about  tax  cuts,  that's  fine.  Let  me  just  ask  a  question.  Is  some- 
body suggesting  that  whatever  tax  cuts  there  are,  that  we  ought 
to  put  that  money  in  what?  In  the  Medicare  Trust  Fund?  I  never 
heard  anybody  say  that. 

You  all  are  running  around  talking  about  tax  cuts  versus  this. 
Medicare  is  not,  neither  Part  A  nor  Part  B — excuse  me — Part  A  is 
not  funded  by  general  revenues.  It  never  was,  and  I  surmise  that 
it  never  will  be.  I  do  not  believe  there  is  a  Congress  that  would 
dare  say,  "We  are  going  to  pay  for  that  out  of  general  funds."  There 
is  no  way  the  American  taxpayer  and  working  people  would  ever — 
there  is  no  end  to  it.  They  would  be  paying  forever  and  we  would 
still  not  have  anything. 

So  no,  I  haven't  been  running  around  saying  we  want  tax  cuts. 
You  have  heard  me.  But  I  believe  to  a  real  extent  the  Democrats, 
not  the  Republicans,  are  in  a  box,  because  if  there  were  no  tax  cuts 
and  if  this  budget  were  balanced,  you  could  not  sit  there  and  say, 
"medicare  is  OK."  medicare  ain't  OK. 

You  had  the  ability  to  produce  a  balanced  budget.  We  told  you, 
Dr.  Frist,  "Bring  us  a  balanced  budget,"  and  you  said,  "Well,  OK, 
but  even  though  the  trustees  said  this  and  this,  we  are  just  going 
to  leave  that  alone."  What  do  you  think  that  means?  Do  you  think 
medicare  is  fixed?  You  just  asked  that  question.  Medicare  is  bank- 
rupt, or  soon  will  be. 

So  there  is  a  lot  of  educating  to  get  done.  I  don't  know  if  we  can 
educate  in  1,  2,  3,  4  week,  but  we  are  not  going  to  get  educated 
when  people  sit  on  the  sideline  and  talk  as  if  Republicans  want  to 
do  the  seniors  in  when  we  are  trying  to  do  the  opposite;  trying  to 
make  sure  they  have  medicare,  and  we  are  trying  not  to  do  in  the 
rest  of  the  population,  including  the  young  kids. 

We  are  going  to  have  a  5-minute  recess. 

Senator  ExON.  Mr.  Chairman? 

Chairman  DOMENICI.  Yes? 

Senator  ExoN.  Madam  Secretary,  I  would  just  like  to  ask  you  to 
furnish  for  the  record,  and  before  the  Chairman  abruptly  adjourned 
us  I  was  going  to  seek  that 

Chairman  DOMENICI.  Go  ahead. 

Senator  ExoN  [continuing].  I  would  like  to  have  you  submit  for 
the  record  your  estimate,  your  department's  estimate  on  how  much 
of  a  tax  shift  there  would  be  if  we  arbitrarily  put  a  cap  on  the  Med- 
icare Program. 

Sounds  good.  Maybe  I  am  for  it,  but  before  I  am  for  anything  like 
that,  I  want  to  know  what  kind  of  a  tax  shift,  of  a  hidden  tax  in- 
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crease  there  would  be  with  tax  shifting.  And  if  you  have  any  fig- 
ures on  that,  please  supply  those  for  the  record. 

Secretary  Shalala.  I  would  be  happy  to  look.  Thank  you. 

Chairman  DOMENICI.  Senator  Exon,  I  didn't  mean  to  abruptly 
close  it. 

Senator  ExoN.  No. 

Chairman  DOMENICI.  But  I  would  assume  that  in  doing  that, 
Madam  Secretary,  that  that  would  depend  very  much  on  where  the 
cap  was. 

Secretary  Shalala.  Yes. 

Chairman  DOMENICI.  Right?  Five  percent  growth,  7  percent 
growth. 

Thank  you.  We  will  be  back. 

[Recess.] 

Chairman  DOMENICI.  The  committee  will  please  come  to  order. 

We  are  very  pleased  to  have  the  director  of  the  Congressional 
Budget  Office,  Dr.  June  O'Neill,  with  us  as  our  next  witness,  and 
Henry  Aaron  follows.  We  are  getting  close  to  having — I  guess  we 
only  have  about  45  minutes  between  the  two  of  you,  so  Dr.  O'Neill, 
would  you  proceed,  please? 

STATEMENT  OF  JUNE  E.  O'NEILL,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Dr.  O'Neill.  Mr.  Chairman,  members  of  the  committee,  it  is  my 

Eleasure  to  be  here  today.  This  is  the  first  time  that  I  have  testified 
efore  this  committee,  and  I  am  here,  as  you  know,  to  tailk  about 
the  financial  status  of  the  Medicare  Program.  I  will  summarize  my 
prepared  statement,  which  I  would  like  to  submit  for  the  record. 

Unfortunately,  the  financial  viability  of  medicare  is  currently 
eroding,  primarily  because  of  continuing  growth  in  the  cost  of  pro- 
viding medicare  coverage  to  each  beneficiary.  If  left  unchecked,  this 
trend  will  create  a  problem  of  major  proportions  when  the  baby- 
boom  generation  begins  to  reach  retirement  in  the  year  2010. 

As  you  know,  the  report  of  the  Board  of  Trustees  of  the  Federal 
Hospital  Insurance  Trust  Fund,  released  last  month,  indicates  that 
under  intermediate  assumptions  the  HI  Trust  Fund  will  be  de- 
pleted in  2002  unless  changes  in  policy  are  made.  Even  under  the 
trustees'  most  optimistic  assumptions,  the  HI  Trust  Fund  will  be 
exhausted  by  2006,  which  is  11  years  from  now. 

We  find  ample  reason  to  agree  with  the  broad  conclusions  of  the 
trustees  regarding  the  short-range  adequacy  of  HI  funding,  but 
these  projections  of  HI  insolvency  address  only  part  of  medicare's 
overall  financial  outlook.  The  Supplementary  Medical  Insurance 
Program,  SMI,  which  pays  for  physician  and  outpatient  services  for 
medicare  beneficiaries,  is  also  experiencing  extremely  rapid  growth 
in  costs. 

The  Medicare  Program  is  absorbing  a  growing  share  of  the  Na- 
tion's resources,  reaching  3.5  percent  of  gross  domestic  product  by 
2005.  Moreover,  as  the  baby-boom  generation  reaches  retirement 
age,  the  number  of  workers  available  to  support  each  HI  enroUee 
is  projected  to  drop. 

Currently,  about  four  covered  workers  support  each  HI  enroUee, 
but  this  ratio  will  decline  rapidly  after  the  turn  of  the  century. 
Only  two  covered  workers  will  be  available  to  support  each  enroUee 
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by  mid-century.  That  demographic  change  will  cause  a  continuing 
deterioration  in  the  financial  situation  confronting  medicare,  as 
well  as  Social  Security. 

The  evidence  strongly  supports  the  conclusion  of  the  trustees 
that  prompt,  effective,  and  decisive  action  is  necessary  by  the  Con- 
gress to  avert  a  financial  crisis  in  the  Medicare  Program.  CBO 
projects  that,  under  current  law,  medicare  expenditures  for  HI  and 
SMI  combined  will  increase  from  $181  billion  in  1995  to  $463  bil- 
lion in  2005,  reflecting  a  rate  of  growth  of  9.8  percent  per  year,  on 
average.  Consequently,  under  current  law  medicare's  share  of  Fed- 
eral outlays  will  increase  from  11  percent  in  1995  to  16  percent  in 
2005. 

Chairman  DOMENICI.  Would  you  make  that  statement  again, 
please,  doctor? 

Dr.  O'Neill.  Under  current  law,  medicare's  share  of  Federal  out- 
lays— that  is  net,  subtracting  out  the  SMI  premiums — will  increase 
from  11  percent  in  1995  to  16  percent  in  2005. 

Most  of  the  projected  increase  in  medicare  spending  over  the 
next  10  years  is  attributable  to  rising  medical  prices  and  to  in- 
creases in  the  use  of  services.  It  should  be  noted  that  beneficiary 
growth  will  be  slow  during  the  next  10  years  because  the  baby-bust 
generation  is  going  to  be  retiring.  That  is  the  group  that  was  bom 
in  the  low-birth  years  of  the  Depression  and  World  War  II. 

The  current  financial  instability  of  the  HI  Trust  Fund  has  been 
evident  since  1992,  when  HI  outlays  first  began  to  exceed  income 
from  the  payroll  tax.  HI  outlays  will  begin  to  exceed  all  sources  of 
income  to  the  program  in  1996.  As  a  result  of  a  continuing  annual 
deficit  in  the  HI  account,  the  balance  in  the  HI  Trust  Fund  will 
erode  each  year,  and  by  2002  it  will  be  depleted. 

Now  in  that  fiscal  year,  2002,  according  to  CBO's  assumptions, 
total  HI  income  will  be  $153  billion,  and  the  total  amount  in  the 
Trust  Fund  in  the  beginning  of  that  year  will  be  about  $16  billion, 
but  projected  outlays  for  the  full  year  will  equal  $199  billion,  which 
leaves  a  shortfall  of  $30  billion.  That  is  in  that  1  year. 

Thus,  without  congressional  action  to  provide  it  with  additional 
financial  resources,  the  HI  Program  would  be  unable  to  pay  for  all 
the  services  medicare  beneficiaries  are  expected  to  receive  in  2002. 

The  rate  of  growth  in  medicare's  costs  has  caused  concern  almost 
from  the  program's  inception.  The  Congress  has  made  repeated  at- 
tempts to  slow  that  growth,  including  developing  a  prospective  pay- 
ment system  for  hospitals,  changing  the  physician  payment  system, 
and  allowing  beneficiaries  to  enroll  in  HMOs.  Those  efforts  have 
met  with  limited  success. 

A  key  question  is  whether  medicare  can  take  advantage  of  man- 
aged care  savings.  Since  1985,  medicare  enrollment  in  risk-based 
HMOs  has  grown  steadily,  although  at  7  percent  it  is  still  low  com- 
pared with  the  privately  insured  population.  In  1992,  almost  20 
percent  of  people  with  private  insurance  were  in  HMOs. 

Currently,  medicare  beneficiaries  pay  no  more  to  enroll  in  fee-for- 
service  medicare  than  to  enroll  in  an  HMO.  They  often,  however, 
receive  supplementary  benefits,  such  as  a  reduction  in  cost-sharing 
or  prescription  drug  coverage,  if  they  enroll  in  an  HMO.  They 
would  have  to  pay  a  substantial  premium  for  medigap  coverage  to 
receive  these  benefits  in  the  fee-for-service  sector. 
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For  some  medicare  beneficiaries,  these  financial  incentives  ap- 
pear to  be  outweighed  by  the  desire  to  be  able  to  choose  physicians 
outside,  the  HMO's  network.  Others  may  not  enroll  in  managed 
care  plans  simply  because  they  are  unaware  of  all  the  options  that 
are  available  to  them.  In  the  future,  both  stronger  financial  incen- 
tives and  better  information  will  be  necessary  to  encourage  more 
medicare  participants  to  enroll  in  managed  care  plans. 

Despite  apparent  evidence  that  the  overall  cost  of  services  used 
by  medicare  beneficiaries  falls  when  they  move  from  the  fee-for- 
service  sector  to  an  HMO,  higher  HMO  enrollment  does  not  reduce 
medicare's  costs,  and  may  even  increase  them  under  medicare's 
current  payment  system.  This  effect  occurs  in  part  because  HMOs 
are  paid  95  percent  of  medicare's  fee-for-service  cost  to  provide  care 
to  a  beneficiary,  regardless  of  the  actual  resource  cost  of  the  serv- 
ices provided. 

Many  analysts  attribute  the  recent  slow-down  in  the  rate  of 
growth  of  private  health  insurance  spending  to  more  aggressive 
price  competition  among  health  plans.  Between  1990  and  1993,  pri- 
vate health  insurance  spending  grew  at  an  average  annual  rate  of 
7.7  percent,  compared  with  11.2  percent  for  medicare.  As  it  is  cur- 
rently structured,  the  Medicare  Program  cannot  take  advantage  of 
the  recent  competitive  developments  in  the  private  health  care 
market. 

If  nothing  is  done  and  medicare  continues  to  grow  at  its  current 
rate,  the  program  will  consume  an  increasing  share  of  the  Nation's 
resources.  In  part,  that  outcome  reflects  improvements  in  health 
services  for  the  elderly,  but  it  also  raises  concern  about  efficient  re- 
source allocation. 

If  medicare  absorbed  less  of  the  Nation's  output,  more  could  be 
spent  on  investment  to  improve  the  productivity  of  current  and  fu- 
ture workers.  Moreover,  a  growing  economy  could  be  more  depend- 
ably counted  on  to  pay  for  the  benefits  of  current  and  future  retir- 
ees. 

Fixing  medicare's  financing  problems  will  not  be  easy.  As  the  re- 
ports of  the  trustees  make  clear,  the  problems  begin  in  the  short 
term  and  will  only  escalate  in  the  long  term  as  the  baby  boomers 
start  to  retire.  Either  taxes  must  be  increased  or  expenditures  re- 
duced, or  both,  and  the  orders  of  magnitude  involved  are  large. 

The  tax  alternative,  taken  in  isolation,  would  require  an  increase 
in  the  HI  payroll  tax  of  1.3  percentage  points,  more  than  a  40  per- 
cent increase  over  the  next  25  years,  to  ensure  that  HI  financing 
covered  program  costs.  However,  although  an  increase  in  the  HI 
payroll  tax  would  secure  the  HI  portion  of  medicare  outlays,  it 
would  do  nothing  to  secure  the  funding  of  SMI  or  to  improve  the 
overall  efficiency  of  the  Medicare  Program. 

There  are  two  broad  approaches  for  achieving  slower  growth  in 
medicare  outlays:  budgetary  reductions  and  program  restructuring. 
The  two  approaches  are  not  mutually  exclusive.  With  or  without  a 
tax  increase,  a  combination  would  probably  be  needed  to  achieve 
immediate  savings  and  longer-term  goals. 

Budgetary  reductions,  examples  of  which  are  included  in  CBO's 
1995  report  "Reducing  the  Deficit:  Spending  and  Revenue  Options," 
represent  a  traditional  approach  to  containing  medicare's  costs. 
Such  options,  which  typically  reduce  pa)anents  for  providers  or 
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raise  the  amounts  that  beneficiaries  must  pay,  can  offer  immediate 
short-term  savings  in  the  Medicare  Program. 

However,  they  are  not  necessarily  designed  to  improve  the  effi- 
ciency of  the  program  or  to  address  the  underlying,  long-term 
structural  problems  of  spending  growth.  Slowing  the  long-term  rate 
of  growth  of  overall  medicare  spending  and  ensuring  the  solvency 
of  the  HI  Trust  Fund  vnll  probably  require  a  more  major  structur- 
ing of  medicare. 

Three  basic  tenets  underlie  most  redesign  proposals.  One  is  that 
medicare  beneficiaries  would  have  meaningful  choices  among  a 
range  of  health  plans,  including  a  fee-for-service  option.  Two,  bene- 
ficiaries would  also  have  financial  incentives  to  select  efficient 
health  plans;  and,  three,  health  plans  would  have  strong  incentives 
to  compete  for  medicare  beneficiaries. 

Several  possible  models  for  restructuring  the  Medicare  Program 
along  those  lines  have  been  proposed.  Frequently,  competitive  mar- 
ket approaches  offer  beneficiaries  more  choices  and  clear  financisd 
incentives  to  choose  less  costly  options. 

A  key  feature  of  these  approaches  is  the  notion  of  medicares' 
making  a  defined  contribution  on  behalf  of  each  participant.  Bene- 
ficiaries could  then  put  those  contributions  toward  the  cost  of  the 
health  plan  of  their  choice.  Participant  choice  and  limits  on  the 
Government's  contribution,  for  example,  are  important  elements  of 
the  design  of  the  Health  Insurance  Program  for  Federal  employees, 
which  is  a  well-known  and  respected  plan. 

A  competitive  redesign  of  medicare  is  a  possible  strategy  for  ad- 
dressing the  fiscal  problems  of  the  program,  but  establishing  a 
competitive  system  could  be  a  major  undertaking  requiring  time  to 
develop.  Moreover,  full  implementation  all  at  once  would  be  dif- 
ficult. A  phased-in  approach,  starting  with  younger  medicare  bene- 
ficiaries, might  be  more  feasible.  For  these  reasons,  a  structural 
change  could  not  be  counted  on  to  deliver  substantial  near-term 
savings,  although  considerable  savings  might  accrue  in  the  long 
term. 

One  thing  is  certain:  Postponing  decisions  on  medicare's  financ- 
ing will  only  make  the  necessary  policy  actions  in  the  future  more 
severe.  Without  a  tax  increase,  ensuring  that  the  HI  Trust  Fund 
remains  solvent  will  require  immediate  spending  cuts  as  well  as  re- 
ductions in  the  underlying  rate  of  growrth  of  spending.  Any  delay 
will  require  more  dramatic  cuts  and  program  changes  in  the  future. 

Thank  you.  I  would  be  happy  to  take  any  questions. 

[The  prepared  statement  of  Dr.  O'Neill  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee,  it  is  my  pleasure  to  be  here  today  to 

discuss  the  financial  status  of  the  Medicare  program.  Continuing  growth  in  the  cost 
of  providing  Medicare  coverage  to  each  beneficiary,  coupled  with  a  steady  increase 
in  the  number  of  beneficiaries,  is  eroding  the  financial  viability  of  the  program.  If 
left  unchecked,  those  trends  will  create  a  problem  of  major  proportions  when  the 
baby-boom  generation  begins  to  reach  retirement  age  in  the  year  2010.  Addressing 
the  short-term  and  long-term  financing  problems  of  the  Medicare  program  presents 
a  serious  challenge  for  the  nation. 

The  1995  Annual  Report  of  the  Board  of  Trustees  of  the  Federal  Hospital 
Insurance  Trust  Fund,  released  last  month,  indicates  that  under  intermediate 
assumptions,  the  Hospital  Insurance  (HI)  Trust  Fund  will  be  depleted  in  2002.  In 
other  words,  unless  changes  in  policy  are  made,  the  HI  program  will  only  be  able  to 
pay  fully  for  services  provided  to  beneficiaries  for  about  the  next  seven  years. 
Indeed,  even  under  the  trustees'  most  optimistic  assumptions,  the  HI  trust  fund  will 
be  exhausted  by  2006—1 1  years  from  now. 

Based  on  the  Congressional  Budget  Office's  (CBO's)  analysis  of  the  trustees' 
projections  and  our  independent  analysis  of  the  Medicare  program,  we  find  ample 
reason  to  agree  with  the  broad  conclusions  of  the  trustees  regarding  the  short-range 
adequacy  of  HI  funding.  But  those  projections  of  HI  insolvency  address  only  part 
of  Medicare's  overall  financial  outlook.    The  Supplementary  Medical  Insurance 
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(SMI)  program,  which  pays  for  physician  and  outpatient  services  for  Medicare 
beneficiaries,  is  also  experiencing  rapid  growth  in  costs. 

Moreover,  the  Medicare  program  is  absorbing  a  growing  share  of  the  nation's 
resources.  Combined  spending  for  HI  and  SMI  has  increased  from  0.8  percent  of 
gross  domestic  product  (GDP)  in  1974  to  2.4  percent  of  GDP  in  1994.  It  is  expected 
to  increase  to  about  3.5  percent  of  GDP  by  2002.  Program  revenues,  however,  are 
not  increasing  nearly  as  rapidly.  The  evidence  strongly  supports  the  conclusion  of 
the  trustees  that  "prompt,  effective,  and  decisive  action  is  necessary"  by  the  Congress 
to  avert  a  financial  crisis  in  the  Medicare  program. 

My  statement  today  covers  four  topics: 

o  An  overview  of  the  Medicare  program, 

o  Trends  in  program  spending  and  in  the  trust  fund  balance, 

o  Medicare's  cost  containment  measures  to  date,  and 

o  Options  for  responding  to  the  fiscal  crisis  in  the  Medicare  program. 


388 
OVERVIEW  OF  THE  MEDICARE  PROGRAM 


Medicare  is  the  nation's  major  program  providing  medical  services  to  the  elderly  and 
disabled  populations.  It  offers  two  different  types  of  insurance  coverage,  which  are 
financed  and  administered  separately. 

The  Hospital  Insurance  program  pays  for  inpatient  hospital  care  and  related 
care  for  people  65  and  older  and  for  the  long-term  disabled.  Payroll  taxes  primarily 
finance  the  program,  with  the  taxes  being  paid  by  current  workers  and  their 
employers.  Those  tax  receipts  are  mainly  used  to  pay  for  benefits  to  current 
beneficiaries.  Income  not  currently  needed  to  pay  for  benefits  and  related  expenses 
is  credited  to  the  HI  trust  fund.  In  1994,  the  HI  program  covered  about  32  million 
aged  and  about  4  million  disabled  enrollees  at  a  cost  of  $103  billion. 

The  Supplementary  Medical  Insurance  program  pays  for  physician  and 
outpatient  services.  Although  it  is  optional,  most  individuals  eligible  for  Medicare 
enroll  in  SMI.  Currently,  premiums  paid  by  enrollees  finance  about  31  percent  of 
SMI  program  costs.  But  that  share  is  projected  to  decline  significantly  under  current 
law~to  25  percent  in  1996  and  lower  after  1998.  General  revenues  finance  the 
remaining  costs.    The  SMI  program  is  not  intended  to  accumulate  funds  for  the 
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payment  of  future  benefits.  In  1994,  the  SMI  program  covered  about  31  million  aged 

and  about  4  million  disabled  enrollees  at  a  total  cost  of  $60  billion. 

Payroll  tax  rates  for  the  HI  program  are  set  at  1 .45  percent  of  taxable  earnings 
each  for  workers  and  their  employers.  However,  the  consensus  among  economists 
is  that  most  of  the  tax  charged  to  employers  is  indirectly  paid  by  workers,  whose 
earnings  are  ultimately  reduced  by  the  amount  of  the  employer's  contribution.  Self- 
employed  workers  pay  2.9  percent  of  taxable  earnings.  No  cap  is  placed  on  taxable 
earnings  subject  to  the  HI  payroll  tax.  In  1994,  approximately  141  million  workers 
(and  their  employers)  paid  $92  billion  to  the  HI  trust  fund. 

As  the  baby-boom  generation  reaches  retirement  age,  the  number  of  workers 
available  to  support  each  HI  enrollee  is  projected  to  drop.  Currently  about  four 
covered  workers  support  each  HI  enrollee.  The  trustees  project  that  this  ratio  will 
decline  rapidly  early  in  the  next  century.  They  expect  that  only  two  covered  workers 
will  be  available  to  support  each  enrollee  by  mid-century. 
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TRENDS  IN  SPENDING  AND  THE  TRUST  FUND  BALANCE 

In  1994,  the  Medicare  program  spent  $162  billion,  including  both  HI  and  SMI. 
Between  1985  and  1994,  Medicare  expenditures  increased  at  an  average  annual  rate 
of  9.6  percent.  Under  current  law,  CBO  projects  that  Medicare  spending  will 
continue  to  grow  at  a  similar  rate,  rising  from  $181  billion  in  1995  to  $463  billion  in 
2005.  That  increase  represents  an  average  annual  rate  of  growth  of  9.8  percent.  By 
contrast,  cash  benefits  for  Social  Security  recipients  will  increase  at  only  about  half 
that  rate. 

Inflation  in  medical  prices  and  increases  in  use  of  services  account  for  most 
of  the  projected  rapid  increase  in  Medicare  spending.  Medicare  enrollment  of  the 
elderly  and  disabled  combined  is  projected  to  increase  at  an  average  annual  rate  of 
only  slightly  more  than  1  percent  over  the  1995-2005  period. 

CBO  projects  that  Medicare  will  absorb  a  growing  share  of  the  federal  budget 
over  the  next  1 0  years.  In  fact,  under  current  law,  outlays  for  Medicare  (net  of  SMI 
premiums)  will  increase  from  1 1  percent  of  federal  outlays  in  1995  to  16  percent  of 
outlays  in  2005.'  Medicare  and  Medicaid  are  the  fastest  growing  of  the  major 
entitlement  programs,  and  as  such,  they  are  major  contributors  to  the  escalating 
budget  deficits  that  face  the  country. 


1.  Those  estimates  assume  that  discretionary  spending  rises  with  inflation  after  1998. 
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The  Medicare  trustees  report  75-year  projections  of  the  financial  status  of  the 

HI  trust  fund.  Projections  made  by  the  trustees  of  the  adequacy  of  HI  funding  to 
support  program  costs  in  the  future  are  based  on  three  alternative  sets  of  assumptions 
about  future  economic  and  demographic  trends:  low-,  intermediate-,  and  high-cost. 
Under  their  intermediate-cost  assumptions,  the  HI  trust  fund  will  be  exhausted  in 
2002. 

According  to  the  trustees,  HI  outlays  began  to  exceed  income  from  the 
payroll  tax  in  1992.  They  project  that  HI  outlays  will  begin  to  exceed  all  sources  of 
income  to  the  program  (including  interest  on  the  trust  fund  balance)  in  1 996.  As  a 
result  of  that  annual  deficit  in  the  HI  account,  the  balance  in  the  HI  trust  fund  will 
begin  to  erode,  and  by  2002  it  will  be  depleted. 

CBO's  projections  of  the  HI  trust  fund  balance  only  cover  the  1995-2005 
period.  Those  projections  support  the  trustees'  estimates  concerning  the  depletion  of 
the  HI  trust  fund  in  2002.  Moreover,  CBO's  analysis  provides  ample  reason  to  agree 
with  the  broad  conclusions  of  the  trustees  regarding  the  short-range  adequacy  of  HI 
funding. 

It  is  useful  to  consider  what  trust  fund  depletion  in  2002  means  for  the 
operation  of  the  HI  program.  Under  current-law  assumptions,  HI  payroll  taxes  would 
continue  to  be  collected  from  all  covered  workers  (and  their  employers)  throughout 
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the  year.   According  to  CBO's  assumptions,  total  HI  income  in  fiscal  year  2002 

would  be  $153  billion.  The  total  amount  in  the  trust  fund  at  the  beginning  of  that 
fiscal  year  would  be  about  $16  billion.  Projected  disbursements  for  the  full  year 
equal  $199  billion.  Consequently,  the  HI  program  would  have  a  shortfall  of  $30 
billion  in  fiscal  year  2002.  Thus,  without  some  Congressional  action  to  provide  it 
with  additional  fmancial  resources,  the  HI  program  would  be  unable  to  pay  for  all  of 
the  services  Medicare  beneficiaries  are  expected  to  receive  in  that  year. 


MEDICARE'S  COST  CONTAINMENT  MEASURES  TO  DATE 

The  rate  of  growth  in  Medicare's  costs  has  caused  concern  almost  from  the  program's 
inception.  The  Congress  has  made  repeated  attempts  to  slow  that  growth,  but  with 
limited  success. 

Early  efforts,  in  the  1970s,  relied  on  price  controls  and  relatively  weak 
utilization  review  programs.  It  became  apparent,  however,  that  much  of  the  potential 
savings  to  Medicare  from  price  controls  was  lost,  offset  by  an  increase  in  the  volume 
or  intensity  of  services  provided  despite  utilization  review.  Subsequent  cost  control 
efforts  sought  to  introduce  mechanisms  that  focused  not  just  on  price  but  on 
spending— the  product  of  service  price  and  volume. 
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The  prospective  payment  system  (PPS)  for  hospital  services  was  established 

in  1984  to  replace  retrospective  cost-based  reimbursement.  Under  the  PPS,  hospitals 
are  paid  a  fixed  amount  for  each  inpatient  case,  based  on  the  patient's  diagnosis. 
Under  that  payment  system,  hospitals  are  given  strong  incentives  to  avoid 
unnecessary  services  during  a  patient's  stay  and  to  discharge  patients  as  soon  as 
possible,  since  extra  services  or  days  in  the  hospital  would  increase  hospitals'  costs 
but  not  their  reimbursement  from  Medicare.  By  contrast,  under  the  previous  payment 
system,  Medicare  paid  hospitals  for  the  costs  of  whatever  services  they  provided. 

Changes  in  the  physician  payment  system  were  implemented  in  1992  to 
replace  charge-based  reimbursement  for  physicians'  services.  The  new  system 
includes  an  explicit  fee  schedule  along  with  an  updating  mechanism  intended  to 
generate  lower  fee  increases  when  growth  in  the  volume  of  physicians'  services  is 
large.  Unlike  the  earlier  changes  in  the  hospital  payment  system,  these  changes  did 
little  to  alter  incentives  for  physicians.  The  method  of  setting  fees  was  changed,  but 
it  remains  a  fee-for-service  system  that  rewards  physicians  for  providing  more 
services. 

One  can  see  some  indication  of  the  effects  of  those  changes  for  hospital  and 
physician  payment  in  the  fee-for-service  sector  by  comparing  the  rates  of  growth  in 
Medicare's  spending  by  service  category  for  different  time  periods.  Between  1985 
and  1990,  the  rate  of  growth  in  Medicare's  total  costs  was  nearly  half  the  rate  for  the 

8 


394 

preceding  decade—annual  growth  of  9.0  percent,  down  from  17.1  percent.    That 

slowdown  was  mostly  the  result  of  sharply  lower  growth  for  hospital  inpatient  costs 
over  the  five-year  period  immediately  following  implementation  of  the  prospective 
payment  system.  The  growth  rate  for  hospital  inpatient  spending  rose  somewhat 
after  1990. 

By  contrast,  the  freezes  on  and  cuts  in  physicians'  fees  that  took  place  during 
the  latter  part  of  the  1980s  had  little  effect  on  the  growth  rate  in  spending  for 
physicians'  services  because  those  measures  were  largely  offset  by  an  increase  in  the 
volume  of  services.  Although  the  rate  of  growth  in  physicians'  costs  was  lower 
between  1 990  and  1 995  than  it  had  been  before  the  fee  schedule  and  its  volume- 
based  update  system  were  introduced,  the  slowdown  may  reflect  the  low  level  at 
which  the  initial  rates  under  the  fee  schedule  were  set.  Projections  for  the  1995-2000 
period  assume  a  return  to  pre- 1990  rates  of  growth. 

Another  significant  change  to  Medicare  during  the  1980s  was  development 
of  a  mechanism  whereby  health  maintenance  organizations  (HMOs)  could  enroll 
Medicare  beneficiaries  on  a  risk  basis—receiving  a  capitation  payment  from  Medicare 
for  each  enrollee.  Until  then,  HMOs  were  able  to  serve  Medicare  enrollees  only  on 
a  cost  basis— a  payment  system  not  consistent  with  the  way  HMOs  operate.  Since 
1985,  Medicare  enrollment  in  risk-based  HMOs  has  grown  steadily,  increasing  more 
rapidly  than  private-sector  HMO  enrollment  has  since   1989.     Nevertheless, 
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Medicare's  risk-based  HMO  enrollment  rate  is  still  low— at  7  percent—compared  with 

the  privately  insured  population.  In  1992,  almost  20  percent  of  people  with  private 
insurance  were  in  HMOs. 

Currently,  Medicare  beneficiaries  pay  no  more  to  enroll  in  fee-for-service 
Medicare  than  to  enroll  in  an  HMO.  They  often,  however,  receive  supplementary 
benefits— such  as  prescription  drug  coverage  and  waiver  of  cost-sharing 
requirements— for  little  or  no  extra  premium  if  they  enroll  in  an  HMO,  whereas  they 
pay  a  substantial  premium  for  medigap  coverage  to  receive  those  benefits  in  the  fee- 
for-service  sector.  For  some  Medicare  beneficiaries,  those  financial  incentives 
appear  to  be  outweighed  by  the  desire  to  be  able  to  choose  physicians  outside  the 
HMO's  network.  Others  may  not  enroll  in  managed  car''  plans  simply  because  they 
are  unaware  of  all  the  options  that  are  available  to  them.  In  the  future,  both  stronger 
financial  incentives  and  better  information  would  be  necessary  to  encourage  more 
Medicare  beneficiaries  to  enroll  in  managed  care  plans. 

The  most  effective  HMOs  share  the  insurance  risk  for  enroUees  with  their 
providers,  thereby  reversing  or  counteracting  the  incentive  providers  have  to  provide 
unnecessary  services  that  is  characteristic  of  the  fee-for-service  sector.  As  a  result, 
an  HMO's  cost  of  caring  for  a  given  patient  is  generally  lower  than  the  costs  incurred 
by  an  indemnity  plan  in  the  fee-for-service  sector. 
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Despite  apparent  evidence  that  the  overall  resource  cost  of  services  used  by 
Medicare  beneficiaries  falls  when  they  move  from  the  fee-for-service  sector  to  an 
effective  HMO,  higher  HMO  enrollment  may  have  the  perverse  effect  of  increasing 
Medicare's  costs—not  lowering  them— under  Medicare's  current  payment  system. 
That  effect  occurs  for  two  reasons.  First,  risk-based  HMOs  are  paid  95  percent  of 
Medicare's  fee-for-service  cost  to  provide  care  to  a  beneficiary,  as  measured  by  the 
average  adjusted  per  capita  cost  (AAPCC).  That  link  to  fee-for-service  costs  means 
that  Medicare  pays  a  fixed  capitation  amount  for  each  Medicare  beneficiary  enrolled 
in  an  HMO,  regardless  of  the  actual  resource  cost  of  the  services  provided.  Second, 
Medicare's  capitation  rates  do  not  fully  adjust  for  the  generally  healthier  group  of 
people  who  are  likely  to  choose  the  HMO  option  compared  with  those  who  remain 
in  fee-for-service,  nor  do  they  account  for  the  greater  efficiency  of  managed  care.  If 
the  service  costs  are  lower  than  the  capitation  amount.  Medicare  does  not  recover  any 
of  the  savings.  The  fee-for-service  link  also  means  that  Medicare  payments  to  HMOs 
would  increase  if  per  capita  costs  in  the  fee-for-service  sector  rose,  even  if  HMO  per 
capita  costs  fell. 

Medicare's  HMO  enrollment  could  generate  savings,  however,  if  the  method 
of  setting  capitation  rates  was  changed.  A  number  of  possible  alternatives  exist.  But 
significant  savings  would  not  be  generated  unless  the  payment  link  between  fee-for- 
service  and  managed  care  was  broken.  One  way  to  break  the  link  would  be  to  allow 
the  capitation  rates  to  be  set  by  competitive  bidding  in  areas  with  enough  HMOs  to 
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make  that  approach  viable.  That  market-based  approach  could  encourage  stronger 

price  competition  among  Medicare  risk-based  HMOs  in  a  market  area.  However, 
generating  more  savings  for  the  Medicare  program  could  reduce  the  additional 
benefits  that  HMOs  currently  offer  to  beneficiaries,  blunting  incentives  to  enroll  in 
HMOs. 

Many  analysts  attribute  the  recent  slowdown  in  the  rate  of  growth  of  private 
health  insurance  spending  to  more  aggressive  price  competition  among  health  plans. 
Between  1990  and  1993,  private  health  insurance  spending  grew  at  an  average  annual 
rate  of  7.7  percent  compared  with  1 1.2  percent  for  Medicare.  As  it  is  currently 
structured,  the  Medicare  program  cannot  take  advantage  of  the  recent  competitive 
developments  in  the  private  health  care  market. 


OPTIONS  FOR  RESPONDING  TO  THE  FISCAL  CRISIS  IN  MEDICARE 

If  nothing  is  done  and  Medicare  continues  to  grow  at  its  current  rate,  the  program 
will  consume  an  increasing  share  of  the  nation's  resources.  It  will  also  continue  to 
be  a  major  cause  of  the  rising  federal  budget  deficit  and  the  increasingly  burdensome 
federal  debt.  Those  outcomes  raise  concern  about  the  efficient  allocation  of  the 
nation's  scarce  resources  and  about  the  long-run  prosperity  of  the  nation.  If  Medicare 
absorbed  less  of  the  nation's  output,  more  could  be  spent  on  investment  to  improve 
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the  productivity  of  current  and  future  workers.  Moreover,  a  growing  economy  could 

be  more  dependably  counted  on  to  pay  for  the  benefits  of  current  and  future  retirees. 

Fixing  Medicare's  financing  problems  will  not  be  easy.  As  the  reports  of  the 
trustees  make  clear,  those  problems  are  of  both  a  short-term  and  a  long-term  nature. 
Either  taxes  must  be  increased,  expenditures  reduced,  or  both,  and  the  orders  of 
magnitude  involved  are  large.  (A  third  approach  that  is  sometimes  suggested  to 
address  shortfalls  in  the  HI  trust  fund  would  be  to  transfer  funds  to  it  from  the  Old- 
Age  and  Survivors  Insurance  (OASI)  trust  fund.  That  strategy,  however,  would 
merely  postpone  rather  than  address  the  funding  shortfall  and  would  hasten  the 
depletion  of  the  OASI  trust  fund.) 

The  tax  altemative,  in  isolation,  would  require  an  increase  in  the  HI  payroll 
tax  of  1 .3  percentage  points-more  than  40  percent—over  the  next  25  years  to  ensure 
that  HI  financing  covered  program  costs.  Although  such  an  increase  in  the  HI 
payroll  tax  would  secure  the  HI  portion  of  Medicare  outlays,  it  would  do  nothing  to 
improve  the  overall  efficiency  of  the  Medicare  program. 

Two  broad  approaches  would  achieve  slower  growth  in  Medicare  outlays: 
budgetary  reductions  and  program  restructuring.  Those  approaches  are  not  mutually 
exclusive.  With  or  without  a  tax  increase,  a  combination  of  them  would  probably 
be  needed  to  address  Medicare's  immediate  and  longer-term  financing  problems. 
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Budgetary  reductions-exemplified  by  the  options  included  in  CBO's  1995 

report  Reducing  the  Deficit:  Spending  and  Revenue  Options—represQiit  the  traditional 
approach  to  containing  Medicare's  costs.  Such  options,  which  typically  lower 
payments  for  providers  or  raise  the  amounts  that  beneficiaries  must  pay,  offer 
immediate  short-term  savings  in  the  Medicare  program.  Although  both  types  of 
policies  are  likely  to  be  part  of  a  more  thorough  reform  of  Medicare,  they  are  not 
necessarily  designed  to  improve  the  efficiency  of  the  program  or  to  address  the 
underlying  long-term  structural  problems  of  spending  growth. 

Slowing  the  long-term  rate  of  growth  of  overall  Medicare  spending  and 
ensuring  the  solvency  of  the  HI  trust  fund  would  probably  require  major  restructuring 
of  the  Medicare  program.  Tliree  basic  tenets  underlie  most  redesign  proposals: 
Medicare  beneficiaries  would  have  meaningful  choices  among  a  range  of  health 
plans,  including  a  fee-for-service  option;  beneficiaries  would  also  have  financial 
incentives  to  select  efficient  health  plans;  and  health  plans  would  have  strong 
incentives  to  compete  for  Medicare  beneficiaries. 

Several  possible  models  for  restructuring  the  Medicare  program  along  those 
lines  have  been  proposed.  Frequently,  such  competitive  market  approaches  offer 
beneficiaries  more  choices  and  clear  financial  incentives  to  choose  less  costly 
options.  A  key  feature  of  those  approaches  is  the  notion  of  Medicare  making  a 
defined  contribution  on  behalf  of  each  beneficiary.   Beneficiaries  could  then  put 
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those  contributions  toward  the  cost  of  the  health  plan  of  their  choice.  Beneficiary 

choice  and  limits  on  the  government's  contribution  are  important  elements  of  the 
design  of  the  health  insurance  program  for  federal  employees. 

A  competitive  redesign  of  Medicare  is  a  possible  strategy  for  addressing  the 
long-term  fiscal  problems  of  the  program.  Major  restructuring,  however,  would  take 
time  to  develop  and  could  not  therefore  address  the  short-term  financing  issues. 
Establishing  a  competitive  system  could  be  a  major  undertaking.  Moreover,  full 
implementation  all  at  one  time  would  be  difficult;  a  phased-in  approach,  starting  with 
younger  Medicare  beneficiaries,  might  be  more  feasible.  But  potential  savings  would 
accrue  more  slowly  under  that  approach. 

One  thing  is  certain:  postponing  decisions  about  Medicare's  financing  will 
only  make  the  necessary  policy  actions  in  the  future  more  severe.  Without  a  tax 
increase,  ensuring  that  the  HI  trust  fund  remains  solvent  will  almost  certainly  require 
immediate  spending  cuts  as  well  as  reductions  in  the  underlying  rate  of  growth  of 
spending.  Any  delay  will  require  more  dramatic  cuts  and  program  changes  in  the 
future. 


15 


401 

Chairman  DOMENICI.  Senator  Exon,  we  understand  you  are  on  a 
tight  schedule. 

Senator  ExON.  I  am. 

Chairman  DOMENICI.  Proceed  first. 

Senator  ExoN.  I  have  one  question.  I  don't  think  it  will  take  very 
long,  and  I  appreciate  your  letting  me  go  ahead. 

Dr.  O'Neill,  thank  you  very  much.  Welcome  before  the  committee 
for  the  first  time.  You  are  going  to  be  back  many,  many  times,  and 
we  are  looking  forward  to  working  with  you  closely  on  these  mat- 
ters. 

Dr.  O'Neill.  I  look  forward  to  it. 

Senator  ExoN.  I  have  a  question  that  I  think  is  pretty  much  on 
point  with  regard  to  what  we  are  talking  about  here  today. 

I  read  in  the  papers — and  I  would  like  to  have  your  response  to 
this  because  I  think  it  is  important,  and  I  think  you  might  like  the 
opportunity  to  respond — I  read  in  the  papers  that  Speaker  Gingrich 
and  Chairman  Kasich,  both  soft-spoken  individuals,  have  ques- 
tioned that  you  are  not  scoring  properly  on  the  medicare  savings. 
I  read  further  that  Speaker  Gingrich  says  that  "The  CBO  employ- 
ees conduct  socialistic  analysis,"  whatever  that  means. 

I  am  sure  you  are  not  a  socialist,  or  you  would  have  told  me  so 
during  our  many  discussions  before  you  were  appointed.  I  think 
you  are  not  chuck  full  of  socialists  over  there  in  CBO.  Can  you  tell 
me  what  this  is  all  about,  and  what  is  the  problem  between  you 
and  Speaker  Gingrich  and  Chairman  Kasich,  if  there  is  a  problem? 

Dr.  O'Neill.  To  tell  you  the  truth,  I  am  really  not  aware  of  a 
problem.  I  read  the  same  article  that  you  did,  and  I  was  equally 
perplexed.  It  is  very  hard  to  account  for  what  somebody  might  say, 
walking  down  a  corridor,  that  gets  overheard.  I  think  that  it  is  not 
unusual  if  Members  of  Congress  are  unhappy  with  the  folks  who 
do  their  accounts. 

Senator  ExoN.  No;  I  have  been  unhappy  from  time  to  time,  also, 
but  I  have  never  browbeat.  I  think  you  are  a  professional.  You  have 
a  professional  job  to  do.  When  you  took  this  position,  you  were  sup- 
ported, in  private  conversations  that  I  had  with  many  of  the  peo- 
ple. Democrats  and  Republicans,  that  come  out  of  the  same  profes- 
sional mold  that  you  do. 

Has  there  been — are  you  therefore  telling  me  that  you  have  vis- 
ited or  heard  from  these  two  gentlemen,  but  so  far  you  haven't  had 
any  disputes  with  them? 

Dr.  O'Neill,  With  regard  to  these  estimates,  or  any  estimates 
right  now,  they  haven't  telephoned  me  or  spoken  to  me  directly  in 
any  way. 

Our  contact  with  the  House  Budget  Committee  has  been  the  nor- 
mal working  relationship.  I  did  attend  a  meeting  with  subcommit- 
tee members  on  health,  and  that  was  just  a  working  meeting. 
There  was  no  disagreement. 

Senator  ExoN.  And  you  certainly  don't  think 

Dr.  O'Neill,  I  v^rill  tell  you  that  the  only  complaint  I  have  heard 
is,  "We  need  these  estimates  faster." 

Senator  Exon.  Well,  we  have  always  said  that,  for  the  16  years 
that  I  have  served  on  this  committee. 

Well,  I  am  delighted  to  establish  the  fact,  then,  that  as  far  as  you 
know  there  are  no  socialistic  analyses  being  made. 
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Dr.  O'Neill.  Nobody  has  ever  accused  me  of  being  a  socialist. 
[Laughter.] 

Senator  EXON.  How  about  the  people  that  work  for  you  over 
there,  as  far  as  you  know? 

Dr.  O'Neill.  Or  to  my  knowledge.  I  believe  that  the  reputation 
of  the  CBO  staff  is  very  high,  and  nobody  has  ever  questioned  the 
CBO  staff  about  their  political  affiliations.  All  that  they  produce  is 
competent. 

Senator  ExoN.  Thank  you,  Dr.  O'Neill, 

Chairman  DOMENICI.  Thank  you  very  much. 

Senator  Grassley,  would  you  have  some  questions?  Then  Senator 
Frist. 

Senator  Grassley.  Just  a  couple.  I  won't  take  my  whole  time. 

The  first  point  that  I  would  make  is  that  the  trustees'  report  has 
said  that  "The  Medicare  Program  is  clearly  unsustainable  in  its 
present  form."  Then  they  went  on  to  say,  "It  is  now  clear  that  med- 
icare reform  needs  to  be  addressed  urgently" — and  I  emphasize  the 
word  "urgently" — "as  a  distinct  legislative  initiative." 

Do  you  see  the  same  urgency  to  do  this,  in  other  words,  meaning 
that  we  need  immediate  corrective  action,  whether  or  not  that  cor- 
rective action  is  part  of  or  taken  together  with  broader  health  care 
reform? 

Dr.  O'Neill.  We  believe  that  there  is  an  urgent  problem.  The 
growth  in  medicare  spending  is  very  rapid,  and  one  should  actually 
consider  SMI  along  with  the  HI  component.  Both  of  them  are  grow- 
ing rapidly.  Actually,  SMI  is  growing  even  more  rapidly  than  HI. 

Of  course,  there  is  the  immediate  problem.  Because  HI  is  funded 
through  a  trust  fund  arrangement,  there  is  an  immediate  legal  cri- 
sis that  is  faced,  which  is  outlined  in  the  trustees'  report,  that  the 
funds  will  be  depleted  if  no  action  is  taken. 

Not  even  thinking  about  the  legal  requirements,  just  about  the 
practical  requirements,  the  longer  one  waits  to  make  any  kinds  of 
changes  or  reforms,  the  more  out  of  hand  the  problem  gets.  As 
spending  growth  accumulates,  the  size  of  the  deficit  gets  larger  and 
larger,  and  then  you  are  confronted  with  having  to  come  up  in  a 
single  year  with  a  very  large  amount,  which  would  have  to  be  at- 
tained by  a  change  in  legislation  that  would  provide  some  infusion 
of  funds  into  the  HI  account. 

The  problem  is  in  terms  of  both  the  trust  fund  and  the  overall 
budget.  For  the  Nation  as  a  whole,  medicare  represents  a  program 
that  is  really  growing  beyond  how  one  would  normally  want  a  pro- 
gram to  grow.  It  is  using  up  a  lot  of  the  Nation's  resources. 

Senator  Grassley.  Considering  the  fact  that  slowing  the  rate  of 
growth  of  Medicare  Trust  Fund — and  of  course  that  would  stretch 
it  out  for  a  period  of  time,  depending  on  how  much  that  was 
slowed — the  money  stays  in  the  Trust  Fund.  Is  there  a  connection, 
as  Secretary  Shalala  said,  between  efforts  to  reduce  expenditures, 
as  she  implied,  in  the  Trust  Fund,  to  lower  taxes  for  other  people? 
Is  that  a  correct  judgment  for  her  to  make? 

Dr.  O'Neill,  Well,  I  don't  know  of  any  one-to-one  relationship. 
Money  is  fungible,  you  know,  but  it  is  also  true  that  within  the  HI 
Program,  the  deficits  generated  there  are  real  deficits  in  the  pro- 
gram itself  The  program  is  spending  more  than  it  is  taking  in  in 
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payroll  taxes,  so  there  is  a  genuine  deficit  created  for  the  budget 
as  a  whole  as  a  result  of  the  growth  in  HI  spending. 

Now,  if  you  fix  the  HI  Trust  Fund,  you  will  help  the  budget  as 
a  whole.  There  is  no  question  of  that,  either,  because  of  the  way 
the  budget  is  constructed.  Medicare  is  a  part  of  the  budget,  and  it 
is  just  automatic. 

Senator  Grassley.  Well,  she  did  try  to  make  a  case  for  what  I 
described  in  my  question  to  you  about  it  was  nothing  but  a  cynical 
attempt  to  reduce  medicare  revenue — medicare  expenditures,  to  cut 
taxes.  The  President  proposed,  in  his  budget,  reducing  taxes  $60 
billion,  and  she  tried  to  make  a  case  that  there  were  other  places 
he  cut  to  provide  for  his  tax  cuts.  Isn't  that  an  inconsistent  argu- 
ment, then,  based  upon  what  you  said,  money  is  fungible? 

Dr.  O'Neill.  It  is  not  as  though  medicare  is  the  only  item  in  the 
budget.  We  have  a  very  large  budget,  and  medicare  happens  to  be 
generating  a  lot  of  the  deficit,  but  there  is  no  reason  to  say  that. 
And  that  would  be  true  whether  or  not  there  was  a  tax  cut,  be- 
cause the  money  is  fungible.  You  could  just  as  well  say  that  HI  was 
being  cut  to  protect  some  other  program  in  the  budget,  but  that  is 
an  odd  way  of  looking  at  it.  Each  item  in  the  budget  contributes. 

Senator  Grassley.  So,  consequently,  if  there  is  a  Democratic  pro- 
posal for  a  tax  cut  or  a  Republican  proposal  for  a  tax  cut,  and 
whether  we  suggest  changes  in  medicare  or  whether  we  suggest 
changes  in  other  parts  of  the  budget,  and  whether  or  not  the  Presi- 
dent is  doing  that  as  well,  it  is  really  the  same  procedure  that  both 
the  President  has  to  go  through  and  the  Congress  has  to  go 
through  to  do  whatever  we  think  is  right  along  that  line  of  reduc- 
ing expenditures  in  a  certain  area  to  get  the  money  for  the  tax 
cuts. 

Dr.  O'Neill.  Yes;  each  program  has  to  be  considered  in  and  of 
itself  The  HI  Program  has  a  particular  urgency  about  it,  both  be- 
cause the  rate  of  growth  is  very  rapid  and  because  it  does  have  this 
trust  fund  obligation  hanging  over  its  head. 

Senator  Grassley.  Well,  I  think  the  conclusion,  then,  is  that  if 
the  President  wants  a  tax  cut  and  if  Republicans  want  a  tax  cut, 
it  would  be  intellectually  dishonest  to  say  that  we  are  cutting  one 
part  of  the  budget  to  provide  for  the  revenue  to  pay  for  that  tax 
cut,  and  that  the  President  is  not  doing  that. 

Dr.  O'Neill.  Well,  I  can't  really  comment  on  a  personal  opinion 
of  whether  I  think  somebody  is  making 

Senator  Grassley.  Oh,  but  I  think  you  comment — ^your  expla- 
nation is  an  accounting  explanation,  and  that  is  that  money  is  fun- 
gible. 

Dr.  O'Neill.  That  is  right.  You  can't  say  that  this  reduction  is 
because  of  another,  either  a  program  increase  somewhere  or  a  tax 
cut.  Those  are  equivalent  in  terms  of  the  overall  budget.  That  is 
absolutely  right. 

Senator  Grassley.  Thanks. 

Chairman  DOMENICI.  Thank  you,  Senator. 

Senator  Frist? 

Senator  Frist.  Yes,  thank  you. 

Welcome,  Dr.  O'Neill,  and  I  really  appreciate  your  testimony  be- 
cause you  really  suggest  some  structural  reform  which  clearly  is 
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going  to  be  necessary,  even  if  we  get  this  next  2  or  3  years  in  the 
short  term. 

A  couple  of  things,  and  you  mentioned  it  in  your  testimony,  one 
about  calculations  of  cost,  and  second,  coordinated  care  and  its  po- 
tential to  actually  save  money,  increased  efficiency  over  time. 

As  you  pointed  out,  many  would  argue  that  the  problem  with  to- 
day's medicare  risk  contracting  program  is  that  we  fail  to  calculate 
the  true  cost  of  delivering  care  to  medicare  beneficiaries  in  a  par- 
ticular area.  As  I  understand  it,  the  capitated  rate  is  an  adjusted 
average  for  the  cost  of  care,  caring  for  a  beneficiary  in  a  given  geo- 
graphic area — currently,  that  is  county-by-county — in  what  is  es- 
sentially a  fee-for-service  system. 

What  changes  could  we  expect  if  we  did  calculate  medicare  reim- 
bursement on  the  true  cost  of  delivering  care  in  the  local  health 
care  market  based  on  all  available  options,  not  just  fee-for-service? 
As  you  well  know,  some  markets  have  a  lot  of  risk  contractors, 
some  have  none,  but  how  much  efficiency  would  we  gain  in  costing 
out  if  we  could  include  not  just  fee-for-service  but  all  contractors? 

Dr.  O'Neill.  I  believe  the  problem  is  that  it  is  based  on  medicare 
fee-for-service.  It  is  not  based  on  what  is  out  there,  and  there 
would  be  a  problem  because  of  differences  in  the  demographic  com- 
position of  the  population  that  is  not  eligible  for  medicare  compared 
with  the  one  that  is. 

A  few  suggestions  have  been  made  for  trying  to  break  that  link, 
because  the  95  percent  leaves  you  in  a  situation  in  which  it  is  very 
difficult  to  have  any  savings  from  HMOs.  In  fact,  it  is  believed  that 
HMOs  are  really  coming  in  at  much  lower  cost  than  the  95  percent, 
for  a  couple  of  reasons. 

One  reason  is  the  people  who  go  into  HMOs;  among  the  elderly, 
it  is  the  younger  and  more  healthy  beneficiaries  who  tend  to  go 
into  HMOs  right  now.  And  another  reason  is  that  managed  care  ac- 
tually reduces  costs.  So  for  those  two  reasons  the  HMOs  are  lower 
cost,  but  there  is  no  way,  given  the  95  percent  peg,  for  medicare 
to  get  any  of  those  savings. 

But  of  the  proposals,  one  would  be  to  try,  in  establishing  the  pay- 
ment, to  use  finer  demographic  mix  and  health  risk  adjustment  fac- 
tors, so  that 

Senator  Frist.  Is  that  technology  there  today?  Is  that  data?  Five 
years  ago  it  probably  was  not  there.  Is  it  there  in  1995? 

Dr.  O'Neill.  I  think  that  it  would  be  very  hard  to  get  the  data, 
but  it  could  be  done.  I  mean,  there  are  records  about  the  health 
characteristics  of  current  medicare  beneficiaries,  so  some  assess- 
ment could  be  made. 

Now,  another  way  that  might  be  preferable  would  be  to  open  the 
HMOs  to  competitive  bidding.  That  way  you  could 

Senator  Frist.  Let's  go  with  that  a  little  bit  further.  You  had 
mentioned  that,  and  I  think  that  will  be  one  of  the — that  will  have 
to  be  incorporated  in  some  way,  I  would  think,  in  the  future. 

Let's  go  back  to  the  choice,  though.  If  we  just  opened  up  choice 
to  the  marketplace  that  is  there  now,  and  let's  say  we  could  adjust, 
not  this  95  percent  fee-for-service,  if  we  could  change  that — and  I 
think  it  can  be  changed.  It  has  got  to  be.  We  should  be  able  to 
change  that.  If  we  just  opened  up  to  choice,  are  there  savings  in 
our  Medicare  Program  today? 
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Dr.  O'Neill.  Well,  just  allowing  choice,  you  need  a  framework  for 
it,  because  on  the  supplier  side  you  need  some  mechanism  whereby 
suppliers  have  an  incentive  to  reveal  what  it  really  costs  as  they 
bid  for 

Senator  Frist.  The  private  sector  is  able  to  do  that  now. 

Dr.  O'Neill.  Yes,  but  in  the  private  sector,  you  also  have  some 
incentive  for  the  beneficiaries  to  choose  the  lowest-cost  plan.  That 
is  not  possible  now  in  medicare  because  the  costs  to  the  bene- 
ficiaries are  the  same  whether  they  go  into  an  HMO  or  into  a  fee- 
for-service  plan.  You  would  really  have  to  have  some  kind  of  de- 
fined contribution,  like  in  the  Federal  employees'  health  insurance 
program  where  you 

Senator  Frist.  I  agree,  but  if  we  give  seniors  their  choice,  what 
bothers  me  today  is  that  we  assume  that  our  seniors  are  not  capa- 
ble of  choosing  for  themselves.  Right  now,  Medicare  Part  A,  Part 
B,  it  is  all  very  conftising,  deductibles  and  all,  so  most  people  walk 
away.  They  don't  have  choice.  In  Tennessee  they  don't  have  choice. 

If  we  had  issues  like  coordinated  enrollment  periods,  really  al- 
lowing comparison  of  various  plans  side-by-side,  outlining  the  var- 
ious benefits,  like  prescription  benefits — again  you  suggested,  and 
a  few  people  know,  that  prescription  benefits  are  generally  better 
in  a  private  plan  than  in  medicare  today,  but  we  don't  do  a  very 
good  job  selling  that. 

Do  you  feel  that  our  seniors  would,  if  we  could  outline  this,  "A, 
B,  C,  these  are  the  benefits,  let  us  worry  about  adjusting  the  costs, 
but  these  are  the  benefits,"  that  they  will  choose  the  plan  that 
makes  sense? 

Dr.  O'Neill.  We  have  found  that  HMOs  are  not  very  well  adver- 
tised, so  there  is  very  little  information.  Improving  information 
might  result  in  more  enrollment  in  HMOs. 

Now,  the  one  thing  that  medicare  beneficiaries  do  obtain  if  they 
go  into  an  HMO,  because  they  are  coming  in  at  low  cost,  is  more 
benefits  for  the  same  amount.  That  is  the  way  the  adjustment  is 
made.  If  you  go  into  an  HMO,  you  might  get  prescription  drugs, 
you  might  get  your  deductibles  and  copayments  paid.  And  I  have 
read  accounts  of  some  HMOs  offering  other  kinds  of  things,  such 
as  aerobics  classes,  to  tempt  medicare  enrollees  in. 

But  in  many  places  the  options  have  not  been  made  available, 
and  the  way  the  market  is  now,  you  don't  get  the  benefits  of  full 
providers.  It  is  very  hard  to  compete  with  medicare  fee-for-service, 
which  is  an  unusual  offering  right  now. 

Senator  Frist.  Well,  that  is  true  in  part,  but  medicare  does  have 
a  deductible  of  $716 

Dr.  O'Neill.  Most  people  have  medigap  coverage,  which  pays  the 
first  day  of  hospital 

Senator  Frist.  Which  even  makes  it  more  confusing,  and  I  think 
if  we  simplify  that  program  and  we  do  put  the  choices  and  can  out- 
line them  there,  that  our  senior  citizens  today,  individuals  with  dis- 
abilities, would  like  to  be  able  to  choose  the  plan  that  suits  their 
own  needs  better  than  this  single  choice  medicare  fee-for-service 
plan. 

Dr.  O'Neill.  We  agree. 

Senator  Frist.  I  have  another.  Actually  I  have  several  questions, 
a  number  of  questions,  because  the  managed  care  or  coordinated 
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care — "managed  care"  scares  a  lot  of  people,  when  you  say  "man- 
aged care,"  and  so  I  am  going  to  use  the  words  "coordinated  care" 
overall — with  the  issue  of  medicare  still  is  very  confusing.  Again, 
in  your  testimony  today  you  spelled  that  out. 

I  am  struggling  and  reaching  out  as  a  legislator,  how  to  reach 
out  and  spell  out  in  very  simple  terms  where  we  can  go.  There  are 
certain  rules  we  can  change,  like  the  95  percent  reimbursement. 
But  what  is  confusing  to  people  today  when  you  are  arguing  this, 
they  say  that  managed  care  in  medicare  today  is  not  saving  any 
money,  and  as  you  suggested,  under  the  guidelines  today  you  can 
even  increase  spending  overall. 

What  would  your  suggestions  be  to  me,  who  wants  to  address 
this  over  a  10-year  period,  to  structurally  reform  the  system  to 
make  it  so  that  confusion  is  not  there? 

Dr.  O'Neill.  Making  it  more  of  a  market  system,  because  I  don't 
think  that  we  sitting  here  could  really  begin  to  imagine  what  would 
be  provided  if  there  was  really  a  market  for  medicare  beneficiaries. 
There  are  very  creative  entrepreneurs  all  over  the  country  that 
have  been  changing  the  face  of  medical  insurance  for  the  private 
sector  at  an  extraordinarily  rapid  rate,  so  that  the  old-fashioned 
fee-for-service  plan  is  becoming  extinct. 

And  it  is  being  replaced  not  because  people  are  being  put  into 
HMOs  and  other  variants  of  managed  care,  but  because  they  are 
selecting  those  plans  because,  given  what  they  want  to  spend,  they 
believe  they  get  more  for  their  money.  It  is  competition  that  is 
doing  that,  and  we  have  to  figure  out  a  way  of  bringing  more  of 
that  competition  to  the  medicare  market. 

Senator  Frist.  If  we  opened  up  the  Medicare  Program  so  that 
senior  citizens  could  voluntarily  choose  the  range,  the  menu  of 
plans  that  are  out  there  today,  would  we  save  money  in  our  Medi- 
care Program? 

Dr.  O'Neill.  I  think  the  evidence  suggests  that  that  would  cer- 
tainly be  true,  because  we  know  that  HMOs  that  service  the  elder- 
ly do  have  savings.  It  is  just  that  they  can't  get  translated  into 
medicare  savings  because  of  the  pegged 

Senator  Frist.  Of  the  way  it  is  configured  today.  If  that  is  the 
case,  is  there  enough  information,  is  the  science  in  your  particular 
field  out  there  enough  to  be  able  to  predict — and  again,  I  know  it 
is  truly  a  moving  target,  a  little  bit — but  could  you  predict  over  5 
years,  is  the  science  there,  as  to  what  those  savings  would  be? 

Dr.  O'Neill.  I  think  it  would  be  extremely  difficult  to  predict 
that.  One  thing  that  is  difficult  to  predict,  in  thinking  about  de- 
signing such  a  change,  is  how  it  would  be  phased  in.  If  you  were 
to  really  change  the  way  medicare  is  reimbursed,  the  system  as  a 
whole,  and  make  it  a  more  market-oriented  system  with  different 
kinds  of  providers,  you  could  envision  that  the  younger  medicare 
beneficiaries  would  be  the  first  to  be  phased  in.  It  would  be  much 
more  difficult  to  change  the  system  for  people  in  their  late  eighties, 
obviously,  so  presumably  there  would  be  some  kind  of  phasing  in. 

Senator  Frist.  Would  the  Medicare  Program  save  money  if  it 
could  pay  risk  contractors  less  for  healthier  than  for  average  peo- 
ple, typical  people? 

Dr.  O'Neill.  Well,  that  would  be  one  way,  to  try  to  use  more  risk 
adjustment  factors  in  determining  the  payment.  But  then  again, 
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under  the  current  system,  to  the  medicare  beneficiaries  there  is  no 
difference  in  their  payments.  HMOs  would  then  probably  take 
away  some  of  the  supplements  that  they  are  now  providing.  If  they 
were  coming  in  at  lower  cost,  they  might  reduce  the  provision  of 
prescription  drugs  or  raise  deductibles  or  coinsurance  amounts. 

So  you  really  have  to  address  both  sides  of  the  market,  the  pro- 
vider side  and  the  reimbursements  for  the  providers,  as  well  as 
how  the  options  are  presented  to  beneficiaries,  because  they  have 
to  have  some  way  of  benefiting  if  they  choose  a  lower-cost  option, 
which  doesn't  happen  now. 

Senator  Frist.  Thank  you.  Dr.  O'Neill. 

Chairman  DOMENICI.  Dr.  O'Neill,  I  am  going  to  be  very,  very 
brief.  Hopefully  you  can  answer  some  of  these  with  a  brief  re- 
sponse. 

The  trustees  predicted  under  current  law  that  the  Part  A  Trust 
Fund  is  going  to  be  bankrupt  in  2002.  When  would  it  go  bankrupt 
if  we  were  to  enact  the  President's  medicare  policy  changes  that 
are  in  his  budget? 

Dr.  O'Neill.  Probably  in  the  same  year. 

Chairman  DOMENICI.  Suppose  you  reduced  Part  A  outlays,  Part 
A  outlays.  Suppose  you  reduced  them  to  a  constant  growth  rate, 
and  did  it  so  tnat  you  just  meet  the  trustees'  10-year  financial  ade- 
quacy test.  What  growth  rate  would  that  be,  and  how  much  savings 
would  that  achieve  from  the  baseline  over  7  years,  for  just  Part  A? 

Dr.  O'Neill.  Over  7  years  that  would  mean  a  reduction  in  Part 
A  of  3  percentage  points,  dropping  the  rate  of  growth  from  7.8  per- 
cent to  4.8  percent,  which  would  save  $165  billion  over  the  7  years. 

Chairman  DOMENICI.  So  if  that  program  was  reduced  to  an  an- 
nual cost  growth  of  7  percent — no,  no,  the  amount  that  the  trustees 
think  would  be  necessary — then  over  7  years  we  would  get  $164.5 
billion,  is  that  it? 

Dr.  O'Neill.  Yes;  I  rounded  to  $165  billion. 

Chairman  DOMENICI.  What  is  the  baseline  growth  of  Part  B 
spending  for  the  next  7  years? 

Dr.  O'Neill.  I  believe  that  is  11.2  percent,  something  like  that. 

Chairman  DoMENlCl.  So  that  program  is  growing  at  11.2  percent 
a  year? 

Dr.  O'Neill.  More  rapidly,  yes. 

Chairman  DOMENICI.  Suppose  you  allowed  Part  B  to  grow  at  one- 
half,  two-thirds,  three-fourths  that  rate.  How  much  savings  would 
that  achieve  from  baseline  over  7  years  out  of  Part  B.  I  guess  I  am 
asking  three  different  examples. 

Dr.  O'Neill.  That  would  be — yes. 

Chairman  DOMENICI.  I  think  we  have  the  calculations  some- 
where in  your  office. 

Dr.  O'Neill.  Yes,  I  know.  I  have  the  calculation  somewhere  in 
this  black  book,  but  I  can  give  that  to  you  for  the  record. 

Chairman  DOMENICI.  Maybe  I  will  read  them  off  and  you  tell 
me [Laughter.] 

Can  I  read  them  and  you  tell  me  whether  you  think  they  are 
right? 

Dr.  O'Neill.  OK. 

Chairman  Domenici.  OK?  Half  the  baseline  growth  would  be,  in 
7  years,  $168  billion. 
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Dr.  O'Neill.  Half,  in  B? 

Chairman  DOMENICL  Half. 

Dr.  O'Neill.  Yes,  that  sounds  about  right. 

Chairman  DOMENICI.  And  two-thirds  of  baseline  growth,  $119.4 
billion?  Three-fourths  is  $93.7  billion. 

Let's  do  it  this  way.  In  the  event  those  numbers  are  wrong,  will 
you  tell  us  that  they  are? 

Dr.  O'Neill.  Yes;  those  seem  exactly  right,  $168  billion  for  the 
first,  $119  billion  for  two-thirds,  and  $94  billion  for  three-fourths, 
right. 

[The  following  was  subsequently  submitted  for  the  record  by  Dr. 
O'Neill]. 

The  baseline  growth  rate  for  gross  Part  B  spending  over  the  next  7  years  is  about 
12  percent  a  year.  Half  of  the  rate  would  be  6  percent.  Under  the  assumption  of 
6  percent  growth  each  year  during  the  1996-2002  period,  savings  would  be  $168  bil- 
lion. 

Two-thirds  of  the  baseline  growth  rate  would  be  8  percent.  With  8  percent  growth 
a  year  through  2002,  total  savings  would  be  $119  billion. 

Three-fourths  of  the  baseline  growth  rate  would  be  9  percent.  With  9  percent 
growth  in  each  year  of  the  period,  total  savings  would  be  $94  billion. 

Chairman  DOMENICI.  So  that  without  cutting  anything,  but  rather  saying  that  the 
growth  won't  be  as  much  as  it  is,  these  three  numbers  are  the  savings  over  a  7- 
year  period. 

Now,  there  have  been  allegations  made  that  when  you  produce 
a  budget  that  contemplates  and  expects  reform  and  improvement 
in  the  Medicare  System,  that  you  are  balancing  the  budget  on  the 
backs  of  seniors  who  are  using  medicare,  and  you  are  doing  that 
as  an  excuse  for  deficit  reduction. 

Now  is  there  any  way,  under  current  unified  budgets,  to  preserve 
the  solvency  of  medicare,  that  does  not  reduce  the  deficit? 

Dr.  O'Neill.  Well,  you  could  move  money  from  other  trust  funds, 
like  the  Social  Security  Trust  Fund.  That  would  hasten  the  deterio- 
ration of  the  OASDI  Trust  Fund.  That  could  be  done. 

You  could  use  general  revenues,  and  we  are  talking  about 
amounts  of  very  large  magnitude  here.  You  could,  but  that  would 
certainly  exacerbate  the 

Chairman  DOMENICI.  Let  me  just  say,  if  you  make  it  solvent  and 
keep  it  a  trust  fund- 


Dr.  O'Neill.  If  you  make  it  solvent 

Chairman  DoMENici  [continuing].  Is  there  any  way  that  you  can 
do  that  and  not  reduce  the  deficit? 

Dr.  O'Neill.  Other  than  the  other  options,  moving  money  from 
Social  Security  or  moving  money  from  other  taxes,  I  would  say,  no, 
you  can't.  It  has  to.  They  are  one  and  the  same. 

Chairman  DOMENICI.  All  right.  We  are  going  to  look  at  all  your 
suggestions  carefully,  and  we  thank  you  very  much. 

Senator  Frist,  did  you  have  a  question? 

Senator  Frist.  I  just  have  one  final  question. 

Is  consolidation  of  Part  A,  Part  B,  putting  them  together  to  ad- 
dress all  of  the  issues — everybody  knows  when  you  affect  the  hos- 
pital side.  Part  A,  in  some  way  it  ends  up  affecting  the  Part  B  side. 
You  push  one,  the  other  one  comes  up,  and  I  have  seen  it  every 
day  in  my  practice  as  the  various  regulations  have  changed.  Would 
overall  medicare  be  coordinated  if  these  two  parts  were  put  to- 
gether in  one? 
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Dr.  O'Neill.  Oh,  if  they  were  combined,  I  think  that  a  reform 
would  Hkely  do  that,  because  it  is  artificial  to  have  the  hospital 
side 

Senator  Frist.  Would  that  result  in  efficiencies  which  would  re- 
sult in  cost  savings,  do  you  think? 

Dr.  O'Neill.  In  and  of  itself,  it  would  make  it  easier  to  attain 
cost  savings.  That  is  certainly  true. 

Senator  FRIST.  Thank  you. 

Chairman  DOMENICI.  Dr.  O'Neill,  is  there  anything  you  might 
want  to  add  that  we  have  not  asked  you,  that  you  think  is  impor- 
tant? 

Dr.  O'Neill.  I  believe  that  all  of  the  major  points  have  been 
touched  on,  and  my  prepared  statement  has  more  details  about 
some  of  the  things  that  I  summarized. 

Chairman  DOMENICI.  I  want  to  personally  thank  you  for  the  pro- 
fessional way  you  are  handling  the  office,  and  I  assume  that  you 
are  satisfied  with  the  professional  staff  you  have  got,  and  you  feel 
comfortable  about  the  work  you  are  doing,  that 

Dr.  O'Neill.  CBO  has,  I  think,  the  finest  staff"  that  one  could 
imagine.  It  has  highly  competent  people,  certainly  not  exceeded 
anywhere  in  Government.  I  think  the  people  there  would  be  fine 
in  universities  or  research  institutes  or  anywhere. 

Chairman  DOMENICI.  Thank  you  very  much.  We  would  expect,  if 
there  is  anything  that  you  need  to  keep  your  Congressional  Budget 
Office  what  it  is,  speak  up.  We  clearly  need  it,  need  it  to  be  very 
professional  and  effective. 

Thank  you,  doctor. 

Dr.  O'Neill.  Thank  you. 

Chairman  DOMENICI.  Our  last  witness  is  Dr.  Henry  Aaron. 

Dr.  Aaron,  I  would  not  have  been  surprised  if,  after  this  long 
wait,  I  would  have  looked  out  there  and  you  were  not  here.  It  has 
been  so  long,  you  might  have  snuck  away,  but  thank  you  so  much. 

Dr.  Aaron.  Everybody  was  having  such  a  good  time  that  I 
thought  I  would  stick  around. 

STATEMENT  OF  HENRY  J.  AARON,  DIRECTOR  OF  ECONOMIC 
STUDIES,  THE  BROOKINGS  INSTITUTION 

Dr.  Aaron.  I  have  submitted  my  statement.  Time  is  short.  I 
would  follow  your  preference.  If  you  would  like  to  move  directly  to 
questions,  I  will  forego  any  direct  reference  to  my  statement. 

Chairman  DoMENici.  Why  don't  you  summarize  first.  Just  give 
us  your  best  summary.  You  are  good  at  that.  What  are  your  rec- 
ommendations specifically? 

Dr.  Aaron.  Well,  I  have  six  major  points.  The  first  one  is  that 
confusion  sown  by  mixing  two  important  different  perspectives 
through  which  one  can  view  medicare. 

One  is  the  budgetary  perspective.  Medicare  is  part  of  the  budget, 
and  an  important  part.  The  second  perspective  is  that  Part  A  is  a 
Trust  Fund  and  it  has  projected  financial  difficulties.  These  per- 
spectives are  similar  but  not  identical. 

In  this  is  the  Budget  Committee,  I  take  it  that  appropriate  per- 
spective is  the  budget  perspective.  I  think  that  distinction  is  impor- 
tant in  light  of  the  exchange  that  has  gone  on  this  morning. 
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Second,  I  think  Senator  Gregg's  chart  made  an  important  point. 
The  longer-term,  the  Trust  Fund  difficulties  of  Part  A  are  serious 
not  so  much  because  they  come  in  7  years,  but  because  they  hit 
hard.  The  deficit  rises  fast  and  goes  far.  That  means  that  any  rel- 
atively minor  fixes  one  might  do  will  only  briefly  defer  the  date  of 
insolvency. 

My  third  point  is  that  it  is  important  also,  in  looking  at  medi- 
care, to  understand  that  the  driving  force  behind  rising  spending 
is  the  advance  of  medical  technology  and,  to  a  much  lesser  extent, 
demographics.  I  include  in  my  testimony  some  comparisons  be- 
tween the  cost  of  OASDI  and  medicare  as  they  grow  over  time. 
OASDI  is  driven  solely  by  demographics.  The  cost  of  Medicare  Part 
A  and  B  is  driven  both  by  demographics  and  by  medical  technology. 
The  difference  in  growth  between  OASDI  and  medicare  is  really 
gross. 

The  fourth  point  is  that  attempting  to  achieve  large  savings 
within  the  current  framework  of  medicare  is  a  very  bad  idea.  The 
reason  is  that  attempting  to  achieve  savings  in  a  system  where  you 
cannot  directly  control  expenditures  creates  serious  distortions.  For 
that  reason,  I  think  it  is  desirable  to  move  in  the  direction  of  what 
I  call  a  premium  support  system  rather  than  fee  reimbursement 
system. 

Fifth,you  have  a  no-brainer  for  raising  $10  billion,  and  that  is  to 
include  those  State  and  local  governments  not  now  covered  by  med- 
icare. Essentially  all  qualify  for  medicare  benefits  through  part- 
time  employment,  before,  after,  or  during  their  State  employment. 
These  workers  are  getting  a  nearly  free  ride,  and  they  should  be 
included  under  the  medicare  payroll  tax. 

My  last  point  is  perhaps  the  most  controversial.  I  do  not  believe 
that  as  a  practical  matter,  given  the  budgetary  objectives  of  reduc- 
ing taxes,  maintaining  or  slightly  increasing  defense,  leaving  Social 
Security  off  the  table,  and  meeting  our  obligations  to  pay  interest 
on  the  debt,  I  do  not  believe  that  you  can  sustain  anything  that  re- 
motely looks  like  the  current  Medicare  Program  without  slightly 
raising  payroll  taxes,  as  part  of  a  program  to  bring  about  balance 
in  the  medicare  reserves. 

In  my  statement  I  describe  what  I  see  as  a  balanced  program  of 
slowing  down  the  growth  of  what  would  be  premium  support  below 
the  current  projected  growth  of  medicare  costs,  and  increasing  pay- 
roll tEuces  by  one  quarter  of  1  percent  each  on  employers  and  on 
employees. 

I  would  like  to  just  briefly  add  one  point 

Chairman  DOMENICI.  Dr.  Aaron,  is  that  last  suggestion  a  short- 
term  fix? 

Dr.  Aaron.  The  combination  of  the  measures  that  I  am  describ- 
ing would  not  suffice  to  deal  with  the  longer-term  problems  in  med- 
icare, but  what  it  would  do  is  make  a  contribution  to  achieving  a 
balanced  budget  by  the  year  2002,  which  I  think  is  doable  and  a 
goal  I  hope  Congress  will  adhere  to. 

Senator  Frist.  For  the  recommendations,  what  you  just  touched 
upon,  the  converting  medicare  from  a  largely  fee-for-service  reim- 
bursement system  to  a  system  of  financial  aid  to  the  elderly  and 
disabled  for  the  purchase  of  health  insurance,  what  you  are  rec- 
ommending is  that  we  convert  medicare  from  a  system  today  that 
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pays  and,  in  essence,  regulates  hospitals  and  doctors  to  assist 
them,  that  the  individuals  with  disabilities  and  our  senior  citizens 
would  go  out  and  purchase  private  health  insurance? 

Dr.  Aaron.  I  think  that  is  important,  yes,  but  I  believe  that  the 
elderly  and  the  disabled  will  not  be  able  to  negotiate  effectively  in 
the  unregulated  private  insurance  marketplace.  Many  are  frail. 
Many  would  fall  victim  to  sharp  sales  practices,  as  was  the  case 
under  Medigap.  For  that  reason  it  is  going  to  be  very  important  to 
regulate  closely  how  insurance  is  marketed  to  the  elderly  and  dis- 
abled. 

In  particular,  I  think  it  is  important  that  the  actual  sale  not  be 
made  by  the  risk-bearer  itself,  but  by  some  entity  created  in  local- 
ities to  act  as  an  honest  broker  and  as  an  intermediary  between 
the  risk-bearer  and  the  patients,  providing  information  along  the 
lines  you  described  on  a  uniform  basis.  But  I  think  it  is  important 
to  make  sure  that  sellers  do  not  have  sales  offices  up  a  ramp  to 
discourage  the  disabled  from  enrolling  and  to  select  low  risks  pa- 
tients in  that  fashion,  or  through  other  very  subtle  techniques  for 
improving  the  risk  pool. 

Senator  Frist.  What  do  you  think  about  using  the  FEHBP 
model? 

Dr.  Aaron.  The  FEH,  the  Federal  employees 

Senator  Frist.  When  I  came  here,  all  of  a  sudden  I  was  handed 
that,  and  to  be  honest  with  you,  I  started  scratching  my  head 
and 

Dr.  Aaron.  Yes;  well,  I  once  went  through  all  the  plans,  too.  I 
have  a  little  more  familiarity  with  these  issues  than  the  average 
person,  still  I  found  myself  utterly  befuddled.  I  am  not  sure  that 
Federal  employees  always  make  the  wisest  choice. 

With  respect  to  the  elderlv  and  disabled,  mginy  of  whom  are  frail, 
I  think  it  is  important  to  nave  assistance  to  make  sure  that  the 
choices  are  not  foolishly  or  incorrectly  made,  in  light  of  the  inter- 
ests of  the  person  involved. 

Senator  Frist.  And  the  individual  plans  would  be  responsible  for 
negotiating  with  physicians  and  with  hospitals  in  order  to  set  reim- 
bursement rates? 

Dr.  Aaron.  Individual  plans  would  offer  different  services  under 
different  terms.  Some  would  be  HMOs,  others  IPAs.  You  could  and 
should  have  a  fee-for-service  option.  People  would  have  a  range  of 
choice. 

Senator  FRIST.  One  other  statement  that  you  made  and  is  also 
in  your  written  testimony  is  this  about  increasing  payroll  taxes, 
which  would  be  politically  acceptable.  Is  that  because  people  would 
have  more  confidence,  or  they  would  buy  into  the  system  because 
they  had  this  choice  where  they  could  actually  choose 

Dr.  Aaron.  No. 

Senator  Frist  [continuing].  Or  is  it  confidence  it  is  not  going 
bankrupt,  that  your  average  person  out  there  can  focus  in  and  be 
educated  enough  to  make  that  acceptable? 

Dr.  Aaron.  Public  opinion  polls  have  been  asking  people  for 
years  which  Federal  programs  they  liked  and  which  they  disliked; 
which  ones  they  wanted  to  see  cut  and  which  ones  they  didn't; 
which  ones  they  would  be  prepared  to  pay  additional  taxes  for  in 
order  to  sustain. 
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Consistently,  not  just  in  carefully  worded  polls  designed  to  elicit 
a  particular  reply,  but  consistently,  the  replies  indicate  that  medi- 
care is  about  the  most  popular  Federal  program  there  is;  that  the 
American  public  does  not  want  to  see  benefits  cut;  and  that  they 
are  prepared  to  pay  higher  taxes  in  order  to  forestall  those  benefit 
cuts. 

Now,  having  said  that,  I  think  achieving  real  savings,  real  econo- 
mies, is  possible  through  changing  the  way  in  which  the  benefits 
are  provided,  and  I  think  it  is  also  probably  the  case — I  can  say 
this  more  easily  than  somebody  who  has  to  run  for  election — that 
some  of  the  real  costs  of  medicare  are  going  to  have  to  be  shifted 
to  beneficiaries  because  of  the  severe  pressures  that  medicare  cur- 
rently imposes  on  the  Federal  budget. 

One  should  do  both  of  those  steps.  After  one  had  done  so  I  think 
one  would  find  one  had  not  saved  enough  in  order  to  restore  the 
fiscal  integrity  of  the  system  or  to  balance  the  budget,  and  that  ad- 
ditional revenues  would  be  needed.  At  that  point,  yes,  I  think  if  it 
does  not  become  a  political  football,  if  it  is  not,  excuse  the  term, 
demagogued,  yes,  the  American  public  would  support  a  modest  in- 
crease in  taxes  to  sustain  this  program. 

Chairman  DOMENICI.  Dr.  Aaron  I  did  not  read  your  statement 
before  the  hearing,  but  I  will,  in  deference  to  the  fact  that  you  were 
cut  short,  and  I  think  you  contribute  mightily  when  you  do  testify. 
And  I  want  to  state  how  helpful  it  is  to  hear  you  say  that  we  ought 
to  get  a  balanced  budget  by  the  year  2002. 

Dr.  Aaron.  I  have  been  saying  it  for  a  long  time. 

Chairman  Domenici.  You  have,  and  frankly  we  have  just  got  to 
convince  people  that  there  are  great  benefits  to  the  American  econ- 
omy, to  the  future  of  our  country,  if  we  can  find  a  way  to  start  pay- 
ing our  bills  annually  instead  of  borrowing  every  year. 

Dr.  Aaron.  It  may  dampen  your  enthusiasm  somewhat,  Mr. 
Chairman,  but  I  do  not  believe  that  it  will  be  possible  to  do  that 
without  some  additional  revenues,  and  that  therefore  cutting  taxes 
is  exactly  the  wrong  thing  to  do  at  the  present  time.  I  must  say 
that  your  cool-eyed  look  at  the  issue  of  taxes  has  been  welcome, 
and  I  hope  you  stay  firm. 

Chairman  DOMENICI.  Actually,  we  think  we  can  do  it  without 
taxes,  without  tax  increases,  and  I  am  looking  very  carefully  at 
what  people  like  you  have  to  say,  and  many  others. 

I  personally  believe,  as  I  said  heretofore,  that  it  is  very,  very  im- 
portant that  we  begin  in  a  very  serious  way  to  address  the  medi- 
care and  medicaid  issues.  Thank  you  for  your  contribution. 

Dr.  Aaron.  Thank  you. 

[The  prepared  statement  of  Dr.  Aaron  follows:] 
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Mr.    Cnairman: 

TnanK  you  lor  inviting  me  to  tesliry  on  the  iinancial  problems  ol  the  medicare 
program  ana  on  ways  to  solve  those  prohlems.  In  the  course  o(  my  testimony  I  shall  try  to 
make  sLx  major  points: 

O  The  cost  ol  medicare  is  an  issue  lor  two  related,  but  distinct,  reasons. 

The  medicare  trust  fund  is  in  parlous  iinancial  condition,  and 
medicare  must  be  cut  by  enormous  amounts  il  the  budget  is  to 
be  balanced  without  raising  taxes  and  more  modestly  even  il 
some  tax  increases  are  included  in  a  delicit  elimination  program. 

©  The  Irust  fiind  problem  is  serious  not  so  much  that  reserves  are  projected  to 

be  exhausted  in  just  seven  years,  but  because  the  deficit  that  emerges  hits 
hard  and  grows  rapialit.  This  lact  means  that  one-time  savings  can  only 
briefly  delay  insolvency. 

©  Cost  pressures  from  advancing  medical  tcchnok^u  and,  to  a  more  limited 

degree,  demographics  make  impossible  the  quick  achievement  of  large 
reductions  in  medicare  spending  without  destroying  the  suslem. 

O  while  modest  savings  can  be  achieved  within  the  current  medicare  Irameworfe, 

the  side-effects  will  be  unfortunate.  //  would  be  better  to  convert  medicare 
from  a  fee-reimhursement  system  into  a  premium  support  system,  under 
which  the  federal goverrtment  could  control  its  costs  and  beneficiaries  would 
he  ahle  to  supplement  federal  support  with  payments  of  their  own. 

©  77;c  medicare  payrtiH  tax  should  be  extended  forthwith  to  all  stale  and  local 

government  employees,  most  of  whotn  eventually  qualify  for  medicare 
coverage  through  other  eniployment.  and  who  therefore  get  benefits  at  lower 
cost  than  the  rest  of  us. 

Director  of  Economic  Studies..  The  Brookings  Institution.  The  views  expressed  in  this 
slalemenl  do  not  necessarily  reflect  those  of  staff  members,  ollicers,  or  trustees  of  the 
Brookings  Institution. 


414 

Te«titnony  of  Henry  J.  A^ron,  Senate  Budget  Committee  Pa^e  2 

4Mav  1Q94 


®  Achievement  of  medicate  expenditure  reductions  sufficient  to  halance  the  federal  huJget 

or  to  correct  the  actuarial  imhalance  within  medicare  uAll  prove  impossible.  A 
combination  of  spending  cids  and  a  small  incraase  in  the  payroll  tax  uxiuld 
achieve  the  first  target  and  go  a  long  way  toward  achieving  the  second. 

Projections 

The  linancing  or  meaicare  is  currently  teing  viewed  tnrougn  two  lenses.  Tne  Duagetary 
lens  iocuses  on  meaicare  outlays.  The  trust  tuna  lens  locuses  on  the  balance  between 
projected  medicare  part  A  outlays  and  dedicated  payroll  tax  revenues.  While  the  pictures  one 
sees  through  these  two  lenses  are  similar,  important  dirierences  exist. 

The  budget  projections  indicate  that  medicare  outlays  will  rise  irom  $176  billion  in 
1995  (2.5  percent  of  GDP)  to  $344  billion  (3.5  percent  of  GDP)  in  2002  and  to  $460 
billion  (4  percent  of  GDP)  in  2005.  For  reasons  T  shall  sketch  presently,  most  of  this 
incraase  in  the  cost  of  meaicare  is  inescapable.  Inescapable  or  not,  these  costs  constitute 
a  major  obstacle  on  the  road  to  a  balanced  budget. 

The  trust  iiuid  projections  for  medicare  part  A  are  even  more  dire.  The  problem  is  not 
so  much  that  the  trust  fund  is  projected  to  be  exhausted  in  a  few  years,  but  that  the  excess  of 
outlays  over  revenues  is  rising  very  fast.  The  cash  flow  deficit  is  projected  to  reach  $50  billion 
in  2003  and  $100  billion  in  2008.  If  balance  o.er  the  next  twenty-five  years  is  achieved 
exclusively  through  spending  cuts,  outlays  must  be  cut  an  average  of  30  percent.  Since,  as 
a  practical  matter,  spending  reductions  would  be  phased  in,  the  cut  in  spenaing  at  the  end  of 
the  pcrioa  would  have  to  average  near  50  percent.  Such  cuts  go  well  beyond  anything  that  has 
been  suggested  for  current  budgetary  objectives. 

The  driving  force  behind  the  current  discussions  regarding  medicare  arises  from  budget 
pressures,  not  from  a  current  resolve  to  correct  the  long-term  actuarial  imbalance.  The  fact 
that  these  hearings  are  lieing  held  before  the  Budget  Committee,  not  the  Finance  Committee, 
which  has  legislative  jurisdiction  over  medicare  supports  this  contention. 

The  Larger  Context  of  Meaicare  Reform 

Medicare  is  a  large  but  not  dominant  part  of  national  health  care  spending.  Medicare 
and  medicaid  combined  account  for  about  35  percent  of  national  health  care  spending.    Thus, 
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while  medicare  policies  iniluence  Jevelopments  in  nealth  care  financing  and  delivery  as  a 
whole,  medicare  is  or  should  be  even  more  powerfully  influenced  Ly  developments  in  the 
heallh  care  system  at  large.    I  wish  to  draw  attention  to  two  of  these  developments. 

Technelegy.  The  primary  force  driving  up  nationalheakh  care  spending,  in  genera},  and 
medicare  spending,  in  particular,  is  the  relentless  advance  of  medical  technology.  The  aging  of  the 
population  has  been  and  will  remain  a  relatively  minor  factor  in  explaining  the  growth  of 
national  health  care  spending.  The  role  ol  demography  in  the  growth  of  medicare  spending 
will  increase  as  the  baby-boomers  reach  retirement  age,  but  most  of  the  projected  growth  in 
heallh  care  spending  would  occur  even  if  the  relative  size  ol  the  medicare  population  did  not 
increase.  Between  1005  and  2030.  during  the  latter  pari  of  which  most  of  the  hahy-hoom 
reaches  retirement  age,  the  cost  of  social  security  as  a  share  of  GDP  is  projected  to  rise 
40  percent.  Over  the  same  period,  the  cost  of  medicare  hospital  benefits  is  projected  to 
rise  120  percent  as  a  share  of  GDP  and  the  cost  of  supplemental  medical  benefits  hy 
200  percent  as  a  share  of  GDP.  If  technology  were  not  transforming  the  character  of 
services  available  to  all  patients,  including  the  elderly  and  disabled,  the  percentage  growth  or 
medicare  outlays  ,  parts  A  and  B,  would  resemble  that  of  social  security. 

Nor  is  the  advance  of  medical  technology  slowing.  If  anything,  it  may  be  accelerating. 
As  recounted  by  William  B.  Schwartz,  ("In  the  Pipeline:  A  Wave  of  Medical  Technology," 
Health  Affairs,  Summer  1994,  pp.  70-79),  the  new  technologies  are  breathtaking  alike  for 
their  potential  eflects  on  health  status  and  on  health  care  spending.  Emerging  technologies 
include  new  drugs  that  operate  on  cell  receptors,  permitting  treatment  of  migraines  and 
reduction  ol  nausea  during  chemotherapy;  drugs  specific  to  lymphocytes  associated  with 
autoimmune  disease,  including  certain  forms  of  diabetes,  rheumatoid  arthritis,  and  multiple 
sclerosis: ;  gene  therapy  for  inserting  specific  therapeutic  genes  (currently  limited  to  cystic 
fibrosis),  lor  screening  patients  lor  disposition  to  cancer  and  possibly  lor  diabetes, 
hypertension,  and  other  diseases;  drugs  that  inhibit  malignancies,  cut  off  their  blood  supplies, 
or  deliver  specilic  cytotoxic  drugs;  agents  that  inhibit  the  formation  of  arteriosclerotic  plaque; 
agents  that  suppress  the  rejection  of  animal  organs,  thus  vastly  expanding  the  potential 
application  ol  organ  transplants;  and  new  imaging  techniques  that  permit  dynamic  imaging, 
the  make  possible  "optical  biopsies,"  and  representation  of  internal  processes  in  "virtual 
reality." 

It  may  be  rather  luiusual  for  a  witness  testifying  to  the  Budget  Committee  to  include 
in  his  testimony  a  litany  of  medical  advances.    But  it  is  important  that  you  understand  the 


416 


Testimony  of  Henry  ).  Aaron,  Senate  Bua^t  Committee                                                                                                 Pa^e  4 
4  May  1094 


source  of  ihe  growth  oi  meaical  spending  and,  in  particular,  oi  medicare  spending.  Most  of 
tne  increased  spending  pays  for  and  will  continue  to  pay  for  new  services  and  new  teciinology. 
Not  all  of  tne  tecnnology  is  wortti  wliat  it  costs  and  some  of  it  is  badly  overused;  and  the 
medical  system  douLtlessly  contains  inefficiencies.  But  it  is  vital  to  appreciate  tnat  if  you 
lower  Iho  growln  of  medico]  spending  by  large  amounts,  you  can  not  escape  doing  one 
of  two  things:  denying  some  patients  sotne  of  these  therapies  or  shifting  the  cost  of  these 
technologies  to  the  elderly  and  JisableJ. 

Notning  is  easier  tlian  to  engage  in  wnat  fias  l>een  derisively  laneled  "Lotus  1-2-3 
policy  analysis."  And  notning  is  more  irresponsible.  Lotus  policy  analysis  takes  tne  form  of 
asserting  tnat  one  will  slow  tne  growln  of  sometfiing  tnat  lias  been  growing,  say,  5  percentage 
points  faster  tnan  GDP  to,  say,  1  percentage  point  faster  tnan  GDP,  without  specifying  how 
one  win  do  it.  Tne  Administration  engaged  in  tbis  practice  during  tne  beallb  reform  debate. 
Some  Republicans  are  engaging  in  it  now  wben  tbey  talk  blitbely  of  cutting  tbe  growtb  of 
medicare  to,  say,  5  percent  per  year  witbout  explaining  bow  tbey  will  do  it  —  ibat  is,  witbout 
telling  tbe  American  public  wbose  services  or  whose  payments  will  be  cut. 

Remaking  the  Medical  Market  Place.  Most  working  Americans  and  tbe  bealtb  providers 
wbo  serve  them  are  experiencing  revolutionary  change  in  tbe  organization  of  bealtb  care 
financing  arrangements  and  the  defivery  of  health  services.  Managed  care  in  its  countless 
manileslations  is  forcing  individuals  into  health  arrangements  in  which  the  third  parties 
oversee,  supervise,  and  manage  tbe  traditional  direct  relationship  between  providers  and 
patients.  These  new  arrangements  are  designed  to  encourage  patients  to  choose  low-cost 
providers  and  to  cause  providers  to  practice  in  an  efficient  manner.  Fragments  of  evidence 
suggest  that  these  developments  may  be  modestly  slowing  tbe  growtb  of  health  care  spending. 
But,  since  the  growth  rate  against  which  tbis  "slowing"  is  occurring  was  extraordinarily  high, 
all  that  is  evident  so  far  is  that  the  rate  of  growtb  of  health  care  spending  has  returned  from 
super-normal  rates  to  the  average  rate  of  growtb  that  has  prevailed  for  about  forty-live  years. 
(I  attach  a  recent  article  from  Health  Affairs  on  why  I  believe  that  celebrating  tbe 
achievements  of  managed  competition  in  breaking  the  back  of  health  care  cost  inflation  is, 
at  best,  premature.) 

The  current  structure  of  medicare  rests  solidly  on  traditional  fee-for-service 
medicine,  limited  now  hy  price  limits  set  through  the  DRG  and  RBRVS  systems.  This 
structure  severely  constrains  Congress  in  any  attempt  to  slow  the  growth  of  medicare 
spending.   Tbe  arithmetic  of  rising  medicare  spending  is  simple:  expenditure  equals  price  per 
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unit  oi  care  tnultiplied  by  tne  numoer  or  units  oi  care.    DRGs  and  RBRVS  controls  price. 
Nothing  controls  quantity  or  total  expenditures. 

The  Current  Menu 

The  Congressional  Budget  Ollice  annually  put)lisnes  one  or  the  most  useful 
puhlications  released  by  Congress  on  domestic  spending,  Reducing  tne  Deficit:  Spending  and 
Revenue  Options.  The  February  1995  edition  lists  seventeen  possible  cuts  in  medicare  (two 
are  allematrves,  leaving  a  net  oi  sixteen).  They  are  listed  on  an  attachment  to  my  testimony. 
The  total  of  the  savings  over  a  seven-year  period  irom  each  of  these  cuts  totals  $288  billion, 
but  this  total  exaggerates  the  savings  from  these  changes  because  the  cuts  interact.  The  actual 
combined  total  would  be  considerably  smaller. 

I  doubl  that  Congress  is  prepared  to  enact  all  of  these  cuts,  and  that  is  a  good  thing. 
Many  of  these  changes  make  sense  within  the  current  medicare  framework.  But  relying 
exclusively  on  them  or  on  other  cuts  of  a  similar  nature  is  a  baa  way  to  slow  growth  of  medi- 
care spending.  This  approach  is  undesirable,  because  the  structure  of  medicare  should  he 
revised  to  permit  Congress  to  deal  directly  with  total  medicare  spending  and  not  have  to 
operate  through  controls  on  the  prices  paid  for  services  or  specific  types  of 
reimbursements. 

CBO  also  lists  the  small  additional  contribution  to  deficit  reduction  that  would  be 
made  il  medicare  coverage  were  extended  to  all  state  and  local  government  employees. 
Virtually  all  such  employees  acquire  medicare  coverage  by  working  at  covered  employment  at 
some  point  in  their  lives.  Failing  to  apply  the  medicare  tax  to  these  workers  means  that  they 
get  a  Iree  ride,  receiving  medicare  benefits  but  not  fiaving  to  pay  the  taxes  for  the  part  of  their 
lives  they  work  in  exempt  state  or  local  jobs  that  everyone  else  pays.  This  inequity  should 
not  have  been  allowed  to  persist  and  should  he  ended  now.  ,The  few  state  and  local 
govemnienl  employees  who  never  engage  in  sufficient  covered  employment  to  earn  eligibility 
for  medicare  do  not  impose  inequitable  costs  on  the  rest  of  us,  but  are  denied  a  benefit  that 
is  popular  and  valuable.   This  deprivation,  too,  should  be  ended  forthwith. 

A  Better  Way 

The  kinds  of  changes  listed  by  CBO  are  not  the  best  way  to  deal  with  the  financial 
problems  ol  medicare  lor  at  least  three  reasons. 
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Untntcndea  Consequences.  For  two  reasons,  tne  traditional  methoos  of  trying  to 
control  medicare  costs  produce  important  unintended  consequences.  First,  because  medicare 
is  only  a  modest  part  oi  total  U.S.  nealtn  care  system,  most  providers  —  nospitals  and 
pnysicians  ~  do  not  nave  one  metnod  or  caring  ror  medicare  patients  and  anotner  metnod  oi 
caring  lor  tne  rest  ol  their  patients.  Hospitals  do  not  segregate  medicare  patients  and  impose 
special  rules  tor  their  care.  Nurses  and  doctors  do  not  check  tne  cnart  to  see  whetKer  or  not 
a  patient  is  on  medicare  in  deciding  whether  to  recommend  surgery  or  to  prescrioe  a  test. 
Treatment  ol  medicare  patients  tends  to  change  only  when  general  patterns  ot  diagnosis  and 
therapy  change. 

Second,  part  A  oi  medicare  already  pays  less  than  the  full  cost  of  hospital  services 
generated  by  medicare  patients  —  about  10  percent  less,  according  to  the  ProPac.  (Medicaid 
pays  even  less.)  Private  payers  make  up  this  shortfall,  paying  an  average  of  nearly  30  percent 
more  than  the  costs  private-pay  patients  generate. 

These  two  tacts  together  mean  that  spending  reductions  in  medicare  put  general 
budget  pressure  on  hospital  budgets.  The  result  of  medicare  cuts  is  either  higher  charges  for 
private  payers  or  general  cutbacks  in  services  for  all  patients.  To  be  sure,  major  changes  in 
the  organization  of  private  health  care  are  now  under  way,  but  cutting  medicare  will  mean 
that  private  payers  are  Ukely  to  find  themselves  bearing  a  larger  share  of  total  health  care 
spending  than  woiud  otherwise  be  the  case,  unless  economies  proportionately  as  large  as  the 
medicare  spending  cuts  are  achieved  throughout  the  health  system. 

Many  people  claim  to  see  hard  evidence  that  current  changes  in  the  private  health  care 
market  are  producing  such  savings.  I  believe  that  this  view  is  prohahly  wrong  and  certainly 
premature,  as  the  attciched  article  from  Health  Affairs  demonstrates.  Increases  in  cost 
shifting  act  like  hidden  taxes  on  privale  businesses  and  individuals.  Large  reductions  in 
medicare  spending  within  the  current  program  framework  will  impose  additional  such  taxes  on 
private  businesses  ana  inaiviauals .  These  taxes  will  not  appear  as  revenues  of  the  federal 
government,  but  they  will  drain  the  budgets  of  businesses  and  individuals  quite  as  effectively 
as  do  ordinary  taxes. 

Changing  Medicare  Structure.  It  would  be  belter  to  seek  economies  in  medicare  by 
changing  the  structure  of  payment  to  bring  medicare  more  in  line  with  developments  in 
private  health  care  financing .  Medicare  does  not  create  incentives  for  beneficiaries  to  seek 
medical  care  from  low-cost  providers.    Both  the  DRG  and  the  RBRVS  systems  are  devices 
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for  controlling  prices  paid  lor  medical  services,  but  they  do  nothing  to  discourage  use  ol 
medical  services  that  may  have  little  or  no  henelit.  To  create  such  incentives,  beneficiaries 
must  he  cxposcA  to  the  financial  consequences  of  choosing  high-cost  providers.  Raising 
co-insurance  or  co-payments  helps  modestly,  hut  does  not  go  tar  enough.  Private  plans  are 
increasingly  moving  to  impose  on  the  insured  the  costs  or  choosing  high  cost  providers.  In 
my  view,  medicare  should  move  in  the  same  direction. 

This  change  can  be  eilectuated  by  converting  medicare  into  a  voucher  that  beneticiaries 
would  be  free  to  supplement.  However,  moving  in  this  direction  raises  many  difiicult 
problems.    Three  stand  out. 

4  Medical  costs  vary  goographically.    Any  voucher  would  have  to  incorporate 

such  differences,  at  least  initially  and  most  likely  for  the  indefinite  future. 

♦  The  elderly  and  disabled  are  oHen  ill-equipped  to  choose  intelligently  among 

alternative  plans  they  would  be  offered.  Many  are  frail  and  easily  frightened, 
and  woiud  be  prey  to  aggressive  sales  techniques  unless  marketing  were  carefully 
regulated. 

4  Plans  marketing  to  the  elderly  disabled  would  have  powerful  incentives  to  try 

to  attract  good  risks  and  repel  bad  ones.  To  some  extent,  they  are  bound  to 
succeed.  Triis  fact  make  it  vital  to  institute  risk-adjusted  payments  to  insurers 
or  providers  who  bear  risk. 

For  all  of  these  reasons,  converting  medicare  into  a  voucher  will  require  regional 
organizations  to  regulate  the  mo4teting  of  insurance  and  the  transfer  of  risk  adjustments 
among  insurers. 

This  approach  would  permit  Congress  to  decide  explicitly  the  share  of  projected 
premium  costs  of  a  defined  set  of  services  that  medicare  should  pay  and  the  share  that 
the  elderly  and  disabled  should  pay.  It  would  give  Congress  control  over  expenditures  and 
not  just  over  price,  as  is  now  the  case.  Under  current  arrangements,  Congress  confronts  a 
dilemma.  It  can  give  up  on  controlling  total  spending  and  limit  itself  to  controlling  prices 
and  particular  elements  or  reimbursement  (such  as  that  lor  graduate  medical  education)  or 
it  can  engage  in  Lotus  legislation  —  across-the-board  caps,  which  really  conceal  an  abdication 
ol  legislative  responsibility. 
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Ahhough  savings  can  be  expected  from  the  improveJ  incentives  of  a  refomtcJ 
medicare  system,  members  of  Congress  should  not  proceed  unJer  the  illusion  that  these 
savings  tciU  be  sufficient  to  arrest  the  growth  of  medicare  as  a  share  of  gross  domestic 
product .  This  avalanche  ol  new  meaical  tecnnology  ana  aemograpnic  pressures  guarantee 
tnat  tne  snare  will  ana  snoula  continue  to  increase. 

Tne  retirement  or  the  hahy  hoom  is  still  lilteen  years  away,  hut  the  sharp  rise  in  the 
numbers  ol  the  very  elderly,  who  are  disproportionate  consumers  of  health  care  is  now  upon 
us.  Over  the  last  decade,  the  proportion  oi  the  population  over  age  85  rose  38  percent,  and 
this  group  now  numbers  4  million.  Over  the  next  rive  years,  this  group  will  increase  another 
19  percent.    This  increase  will  not  abate  for  a  century. 

Tne  Dilemma  tnat  Must  be  Faced 

The  combination  of  technology  and  demography  means  that  Congress  faces  a 
dilemma:  either  it  must  force  the  elderly  and  disabled  to  pay  ever  more  of  their  health 
costs  or  it  must  find  revenues  for  a  medicare  program  that  will  claim  a  steadily  rising 
share  of  the  federal  budget  and  of  gross  domestic  product.  Medicare  costs  can  not  he 
stahili-icd  as  a  share  of  gross  domestic  product  without  destroying  the  program  -  which 
is  what  holding  annual  spending  growth  to  5  percent  implies.  The  share  of  GDP 
devoted  to  medicare  need  not,  should  not,  and  can  not  rise  at  currently  projected  rates. 
But  unless  Congress  wants  to  scuttle  medicare,  it  will  rise. 

I  suggest  that  Congress  will  —  and  should  —  adopt  changes  that  will  achieve  some  real 
economies  in  medicare  and.  shilt  some  costs  to  the  elderly  and  disabled  themselves.  Aiier 
doing  as  much  along  these  Unes  as  seems  desirable,  I  believe  that  Congress  will  find  mat  it  has 
still  come  up  short  in  its  etlort  to  reduce  the  drain  or  medicare  on  the  budget  and  to  restore 
actuarial  balance  within  the  medicare  system.  At  that  point,  it  will  conclude  that  a  small 
increase  in  payroll  taxes  will  be  necessary  and  politically  acceptable.  I  suggest  that  a  viable 
program  would  consist  ol  three  steps. 

♦  Convert  medicare  from  a  largely  fee-for-service.  reimbursement  system  to 

a  system  of  financial  aid  to  the  elderly  and  disabled  for  the  purchase  of 
health  insurance.  This  step  will  require  the  creation  ol  new  local  institutions 
to  administer  geographically  variable  payments,  to  regulate  and  monitor  the 
sale  ol  insurance,  and  to  provide  risk  adjustments  to  insurers.  These  dillicult 
slops  will  take  lime,  but  should  begin  now.    Set  premiums  at  or  slightly  below 


421 

Testimony  of  Henry  }.  Aaron,  Senate  Bua^et  Committee  Pa^e  9 

4MaT  1W4 


ihe  average  current  cost  ot  medicare  in  a  given  geographic  area.  Let  the  elderly 
supplement  this  payment  rrom  their  own  resources  il  they  desire. 

4  Sat  a  rate  of  growth  of  federal  premium  support  lo  lower  the  growth  of 

federal  spending  on  health  care  by  about  2  percentage  points  per  year. 
This  target  will  he  achievable  only  it  private  plans  are  prepared  to  otier  the 
medicare  henelit  package  at  premiums  within  the  federal  target.  While  such 
targets  make  no  sense  under  current  medicare  program  design,  they  would  he 
iniplementahle  under  a  premium  payment  system.  Achievement  of  this  goal 
would  reduce  medicare  spending  by  SI 40  billion  over  the  next  seven  years. 
This  amount  is  well  short  of  the  targets  rumored  to  he  necessary  to  meet  the 
goal  of  balancing  the  budget  by  2002  exclusively  through  spending  cuts. 

4  To  mahe  up  the  balance  necessary  for  budget  balance.  I  urge  that  Congress 

include  with  reforms  in  the  medicare  payment  system  a  modest  increase  in 
the  payroll  tax  on  both  workers  and  employers  of  roughly  0.25  percentage 
points  of  payroll.  This  increase  will  raise  revenues  by  $152  billion  over 
seven  years. 

Raising  taxes  is  never  tun  and  I  fully  tuiderstand  the  intensified  resistance  at  this  time. 
But  the  alternative  of  not  raising  taxes  at  all  will  be  the  substantial  destruction  of  medicare 
benefits  or  the  imposition  of  hidden  taxes  on  those  who  finance  private  insurance.  I  also 
understand  the  short-run  political  advantages  of  hidden  taxes  over  explicit  ones,  but  I  urge 
members  to  pay  some  heed  to  the  results  of  countless  public  opinion  polls  through  which  the 
piu)lic  has  declared  in  unmistakable  terms  that  it  likes  medicare,  it  wants  to  keep  medicare, 
and  it  is  prepared  to  pay  higher  taxes  t'~>  keep  it.  These  polling  results  have  been  persistent, 
suggesting  that  they  reflect  what  Daniel  Yanhelovich  has  called  "public  judgment,"  a  stable 
and  considered  set  of  views  on  issues  about  which  the  piujlic  understands  the  pluses  and 
minuses  and  knows  its  mind.  The  public  has  made  clear  that  it  wants  no  part  of  taxes  that 
seem  lo  go  for  nothing  it  wants,  but  the  public  has  also  made  clear  that  it  is  willing  to  pay 
a  fair  price  for  services  it  understands  and  appreciates.    Medicare  fits  that  bin. 
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Attachment 


Tke  CBO  Menu  of  Measures  to  ReJuce  tlie  MeJi 


Deficit 


Pnasililo  Clianjlo  in  Medirarp  Sppndin^ 

1.  One  year  freeze  in  DRG  ratea 

2.  Eliminate  Jiaproportionate  anare  aajuatment 

3.  Reauce  leacnin^  aajuatment  to  3  percent 

4.  Reauce  airect    paymenta  for  graduate  meaical  education 

5.  Eliminate  aaaitional  paymenta  to  aole  community  noapitala 

6.  Reduce  medicare  paymenta  for  inpatient  capital  related  coata 

7.  Eliminate  medicare  Dad-deot  reimturaement 

8.  Reviae  coal  limita  for  nome  nealtn  aervicea  and  SNFa 

9.  Continue  move  to  DRGa  for  outpatient  departmenta 

10.  Index  SMI  deductiLIe 

11.  Inc^eaae  SMI  coinaurance 

12.  Collect  20  percent  coinaurance  on  clinical  laDoratory  aervicea 

13.  Collect  20  percent  coinaurance  on  home  nealtn  and  nurain^ 

14.  Pronioit  lirat  dollar  medi^ap  coverage 

15.  Increaae  part  B  premium  to  30  percent  of  program  coata 
lO.  Slow  growln  of  pnyaician  fees 

Tntal  (irUhnul  iiilaractione) 


CumuLitive  7-vear  Saving 


Mu 


tone  Of  doiia 

i.  io.o 

33.5* 

24.7* 

5.7 

1.9 

4.r 

2.5 

5.3 

0.3 

15.3* 

20.5 

7.1 

38.1 

55.0 

52.4- 

11.7 

$288.1 


«; 


Possiye  Clijnj(p«  in  Medicare  Revenues 

1.    Extend  medicare  coverage  to  all  state  and  local  government  employees 


J    9.9 


Addendum 

1.    Increase  payroll  tax,  0.25  percent  on  employers  0.25  percent  on  employees 


$152.1 


indicates  thai  the  savings  number  is  tne  largest  oi  alternative  possible  reductions  listed 
by  the  Congressional  Budget  Office. 
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I.  Thinking  Straight  About  Medical  Costs 


by  Henry  J.  Aaron 


Among  the  many  factors  that  contributed  to  the  demise  of  the  health 
care  reform  effort  in  1994  was  the  emergence  of  a  perception  that  growth  of 
health  care  spending  was  coming  under  control.  If  one  of  the  two  major 
problems  motivating  health  care  reform — excessively  rapid  growth  of 
health  care  spending — was  being  solved  without  legislation,  why  bother 
upsetting  everyone  with  mandates,  regulations,  and  just  plain  aggravation? 

In  fact,  discussion  of  health  care  cost  control  gradually  vanished  over  the 
course  of  1994-  One  of  the  reasons  for  the  increasing  inattention  to  cost 
control  may  have  been  that,  unlike  extending  coverage  to  the  uninsured — 
the  kinder,  gentler  part  of  health  care  reform — enforcing  cost  control 
entails  taking  income  from  good  people,  which  is  mean  and  nasty.  A  second 
reason  was  the  steady  accumulation  of  what  seemed  to  be  good  news 
regarding  costs — that  premium  growth  had  slowed,  that  projections  of 
spending  for  Medicare  and  Medicaid  were  being  revised  downward,  and 
that  private  cost  control  efforts  seemed  to  be  succeeding.  This  news  re- 
lieved people  who  did  not  really  want  to  talk  about  something  as  unpleas- 
ant as  cost  containment  of  any  sens6  of  irresponsibility. 

The  issue  of  whether  the  growth  of  health  care  spending  is  slowing  is 
therefore  not  merely  a  spat  among  people  who,  figuratively,  wear  green 
eyeshades  and  arm  garters.  What  is  happening  to  the  growth  of  health  care 
spending  contributes  in  a  significant  way  to  whether  or  not  experts  and  the 
public  think  that  a  solution  to  one  part  of  the  health  care  financing 
problem  is  on  the  way. 

In  contrast  to  cost  trends,  data  on  insurance  coverage  are  relentlessly 
discouraging.  The  number  of  uninsured  persons  is  rising  remorselessly.  This 
trend  has  persisted  despite  liberalizations  in  Medicaid  coverage.  But  dec- 
ades of  experience  make  clear  that  the  mere  lack  of  insurance  by  thirty  or 
forty  million  people  is  not  sufficient  to  cause  politically  effective  angst  in 
the  United  States.  To  their  discredit,  Americans  display  exceptional  forti- 
tude in  bearing  the  burden  of  having  uninsured  fellow  citizens.  Without  the 
fear  that  insurance  coverage  for  the  middle  class  is  in  jeopardy,  without 
understanding  that  health  care  cost  increases  threaten  the  well-insured 
middle  class — and  their  potential  wage  increases — it  has  proved  impossible 
to  arouse  much  passion  for  health  care  reform  among  most  Americans.  It  is 
against  this  background  that  the  papers  that  follow  this  one  should  be  read. 


Henry  Aaron,  a  noted  heahh  economist  and  health  care  arwlyu,  is  director  of  economic  studies  at 
The  Brookings  Institution  in  Washington,  D.C. 
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Some  Very  Basic  Concepts 


Readers  of  this  exchange  need  to  keep  straight  which  facts  we  know  with 
some  certainty  and  which  allegations  remain  arguable.  One  simple  eco- 
nomic concept  helps  to  clarify  matters:  expenditure  (E)  equals  price  (P) 
multiplied  by  quantity  (Q).  In  symbols,  E  =  P  X  Q. 

Only  E  is  directly  observable.  Accountants  measure  spending  for  health 
care  services.  TTiese  data  are  not  easy  to  gather,  and  Katharine  Levit  and 
colleagues  extend  the  exemplary  public  service,  long  performed  at  the 
Health  Care  Financing  Administration  (HCFA),  of  breaking  down  aggre- 
gate health  care  spending  into  various  categories  by  source  and  use. 

The  largest  component,  personal  spending  on  health  care,  is  also  re- 
ported by  the  U.S.  Department  o(  Commerce  as  part  of  gross  domestic 
product  (GDP).  Commerce  does  not  tell  us  in  readily  accessible  tables, 
however,  where  all  of  the  funds  come  from  and  where  they  go.  HCFA  does 
that,  and  everyone  interested  in  health  policy  is  in  their  debt. 

While  E  is  directly  observable,  neither  P  nor  Q  is  observable.  The  key 
point,  which  many  seem  not  to  recognize,  is  that  you  have  to  know  both  P 
and  Q  to  know  either.  Put  another  way,  one  can  know  how  much  the  price 
of  health  care  changes  only  if  one  can  measure  changes  in  the  quantity  of 
health  care  services,  and  vice  versa. 

The  problem  is  that  we  do  not  know  how  to  measure  Q.  TTie  character  of 
health  care  services  is  changing  at  blinding  speed.  No  market  evaluations  of 
these  services  exist  to  permit  comparisons  among  services  and  over  time.  If 
outpatient  lens  replacement  goes  up  and  inpatient  exploratory  surgery  goes 
down,  has  the  quantity  of  medical  care  risen  or  fallen?  If  magnetic  reso- 
nance imaging  (MRI)  exams  replace  myelograms,  has  the  quantity  of 
health  care  risen  or  fallen?  What  is  the  exchange  ratio?  No  one  knows,  and 
under  current  financing  arrangements,  no  one  can  know. 

But,  one  might  reply,  similar  problems  bedevil  the  measurement  of  price 
and  quantity  of  other  goods.  Despite  these  difficulties,  the  national  income 
accounts  division  somehow  manages  to  tell  the  public  not  only  nominal 
GDP,  but  also  real  GDP  and  the  implicit  price  deflator.  Tme  enough.  But 
where  technology  changes  fast,  as  with  computers,  serious  problems  arise — 
even  in  the  conventional  national  income  accounts — that  have  not  been 
fully  resolved.  In  those  cases,  market  evaluations  exist.  All  we  know  about 
health  care  services  is  what  they  cost — in  other  words,  E — and  often  we  do 
not  know  even  that  very  accurately.  We  never  know  what  the  services  are 
worth  to  willing  buyers.  Hence,  Levit  and  colleagues  cloud  understanding, 
instead  of  clarifying  it,  when  they  discuss  health  care  price  indices  and  the 
levels  o(  "real"  health  care  spending  that  they  derive  by  dividing  nominal 
health  care  spending  by  these  health  care  price  indices. 
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To  put  the  matter  bluntly,  health  care  price  indices  are  largely  worthless 
(except  in  a  few  cases  in  which  markets  exist  and  products  are  somewhat 
more  commensurable — pharmaceuticals,  for  example).  For  that  reason,  we 
cannot  know  what  is  happening  to  real  health  care  services.  To  put  the 
matter  even  more  bluntly,  despite  the  attention  lavished  on  various  health 
care  price  indices,  we  do  not  know  whether  health  care  prices  are  rising 
more  rapidly  than  general  prices,  are  rising  more  slowly  than  general  prices, 
arc  rising  at  about  the  same  rate,  or  are  falling. 

What  we  can  know  is  whether  the  quantity  of  resources  absorbed  in 
providing  health  care  is  rising  or  falling.  To  calculate  this  quantity,  one 
nuist  deflate  nominal  health  care  spending  by  the  general  price  level.  This 
is  exactly  what  Haiden  Huskamp  and  Joseph  Newhouse  do.  The  resulting 
statistical  series  will  tell  the  public  the  rate  of  increase  in  the  use  of 
resources  by  the  health  care  sector.  It  will  not  tell  us  what  we  as  a  nation  are 
getting  out  of  the  health  care  sector — the  quantity  of  health  care  services — 
but  it  will  tell  us  what  we  are  putting  in. 

Trends  In  Health  Care  Spending 

Exhibit  1,  based  on  nominal  health  care  spending  shown  in  Exhibit  3  of 
the  Levit  paper,  shows  annual  changes  in  health  care  spending  deflated  by 
the  personal  consumption  deflator  for  1993.  This  series  shows  the  increase 
in  the  share  of  resources  used  in  the  health  sector.  It  says  little  or  nothing 
about  the  rate  at  which  the  real  quantity  of  health  services  has  increased.  It 
tells  a  story  quite  similar  to  the  conclusions  of  Huskamp  and  Newhouse. 


Exhibit  1 

Annual  Growth  In  Personal  Health  Care  Expenditures,  In  1993  Dollars, 

Rates  And  Three-Year  Moving  Average 

Percent 
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Source:    Author's  calculations  based  on  data   in   K.   Levit   et   al.,   "National   Hcaltli   Spending  Trends, 
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The  graph  displays  great  variability,  with  mean  annual  growth  in  per 
capita  use  of  real  resources  of  5  percent  and  standard  deviation  of  1.54 
percentage  points.  On  the  central  question — Has  the  growth  of  health  care 
spending  slowed  materially? — Exhibit  1  lends  support  to  those  who  claim 
that  the  rate  of  growth  of  health  spending  is  falling.  Growth  of  per  capita 
health  spending  in  1993  of  3.35  percent  is  the  lowest  in  the  past  fifteen 
years.  If  the  increase  in  health  costs  occurred  randomly,  one  could  expect  a 
growth  rate  of  3.35  percent  or  less  about  once  every  sixteen  years.  But 
recently  released  quarterly  GDP  statistics  indicate  that  growth  of  real 
health  spending  between  the  third  quarter  of  1993  and  the  third  quarter  of 
1994  was  back  up  to  4  percent.  This  jump  raises  serious  doubts  about 
whether  the  slowdown  in  1993  was  anything  more  than  an  aberration. 

Closer  examination  of  the  historical  record  raises  an  additional  warning. 
The  1993  growth  rate  was  matched  in  several  previous  years.  Furthermore, 
reform  of  health  care  financing  was  high  on  the  public  agenda  in  1993  and 
1994.  The  threat  o(  price  regulation  caused  the  stock  market  prices  of 
pharmaceutical  products  to  drop  precipitously.  Health  care  mutual  funds, 
which  had  been  veritable  mints  for  those  smart  or  lucky  enough  to  have 
invested  in  them,  fell  in  value.  The  drug  company  executives  or  hospital 
administrators  or  physicians  who  set  prices  and  fees  in  1994  without  regard 
for  how  their  actions  might  affect  the  public  debate  would  have  been  the 
thick-skinned  and  thick-headed  indeed.  No  hard  test  is  available  to  meas- 
ure the  presence  or  size  of  such  considerations,  but  a  look  back  at  price 
trends  the  last  time  that  health  care  financing  controls  were  on  the  na- 
tional agenda  is  sobering.  From  1977  through  1980,  when  Congress  was 
debating  President  Jimmy  Carter's  proposals  for  hospital  cost  control  and 
was  awaiting  his  proposed  health  care  financing  plan,  growth  of  per  capita 
health  care  spending  averaged  3.5  percent,  a  pace  virtually  indistinguish- 
able from  that  in  1993. 

I  believe  that  it  would  be  prudent  for  those  who  claim  that  Medicare 
regulation  and  private  market  actions  have  ended  the  era  of  excess  growth 
of  health  care  spending  not  to  uncork  the  champagne  just  yet.  Preliminary 
evidence  from  1994  is  encouraging.  But  we  face  a  technological  onslaught, 
as  recently  outlined  by  William  Schwartz.'  TTiat  and  the  rebound  observed 
in  1981  and  1982  after  the  health  sector's  last  fleeting  episode  of  financial 
self-control  should  encourage  celebrants  anxious  to  declare  victory  over 
rising  health  care  costs  to  await  some  additional  evidence. 


Med 


icare 


Whatever  happens  to  growth  in  general  health  care  spending.  Medicare 
is  underfinanced.  Guy  King  points  out  that  regardless  of  the  assumptions 
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that  one  makes  regarding  medical  cost  control  and  general  economic 
growth,  taxes  earmarked  for  Medicare  Hospital  Insurance  (Part  A)  are 
insufficient  to  pay  for  promised  benefits. 

While  the  qualitative  nature  of  King's  projection  is  unchallengeable,  I 
am  less  impressed  than  King  is  by  the  immutability  of  the  actuarial  projec- 
tions on  which  his  analysis  relies  and  that  he  helped  to  produce.  Exhibit  2 
is  the  source  of  my  irreverence.  It  indicates  that  actuarial  projections  are 
not  exactly  immutable.  Part  of  the  flexibility  comes  from  legislative 
changes.  The  introduction  of  diagnosis-related  groups  (DRGs)  and  the 
associated  cost  shifting  to  private  payers  (as  Exhibit  1  makes  clear,  the 
1980s  saw  no  slowing  in  the  growth  of  overall  per  capita  spending)  helped 
to  explain  the  shafp  drop  between  1982  and  1987  in  Medicare  costs 
estimated  for  the  year  2002. 

More  generally,  however,  any  projection  based  on  extrapolations  of  even 
slightly  erroneous  assumed  compound  rates  of  growth  becomes  progres- 
sively more  inaccurate  with  time,  and  the  errors  can  become  very  large. 
Herb  Stein,  former  chair  of  the  Council  of  Economic  Advisers,  is  fond  of 
pointing  out  that  if  something  can't  possibly  happen,  it  won't.  While  the 
assumed  compound  rates  of  growth  of  hospital  spending  are  not  quite  in  the 
realm  of  the  impossible,  they  imply  enormous  social  strains  and  may  well 
not  materialize. 

The  most  likely  reason  for  inaccuracy  of  the  assumptions  would  be  the 
enactment  of  significant  health  care  reform.  King's  comment  to  the  con- 
trary notwithstanding,  the  health  care  reform  proposal  advanced  by  Presi- 
dent Bill  Clinton  promised  major  changes  in  the  financing  of  health  care. 
Although  it  left  the  Medicare  system  intact,  it  would  have  drastically 
slowed  the  growth  of  overall  health  care  spending,  an  event  that  could 
hardly  have  left  real  resource  use  in  Medicare  unaffected.  Furthermore,  it  is 
naive,  in  my  view,  to  believe  that,  had  the  president's  plan  been  enacted 


Exhibit  2 

Medicare  Cost  Projections,  Alternative 

Trustees  Reports 

Projections  for  the  year  2005 

Revenue 

Cost 

1982  Trustees  Report 
1987  Trustees  Report 
1994  Trustees  Report 

2.90% 

2.90 

3.05 

6.70% 

3.65 

4.52 

Twenty-five-year  projections 

1982  Trustees  Report  (1982-2006) 
1 987  Trustees  Report  ( 1 987-20 1 1 ) 
1994  Trustees  Report  (1994-2018) 

2.90 
2.90 
3.07 

4.70 
3.28 
4.93 

Source:  Annual  Reports  of  the  Trustees  of  the  Medicare  Hospital  Insurance  Tnist  Fund. 
Note:  Projected  cost  as  a  percentage  of  Social  Security-taxable  wage  base  (payroll). 
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and  implemented,  the  Medicare  system  would  have  continued  as  an  inde- 
pendent program  for  much  longer. 

Even  without  federally  sponsored  health  care  reform,  developments  now 
taking  place  in  the  private  health  care  marketplace  will  affect  Medicare, 
too,  if  they  have  lasting  effects  on  private  spending. 

Finally,  and  perhaps  most  importantly,  it  is  a  breathtaking  act  of  analyti- 
cal hubris  to  treat  projections  of  health  care  spending  beyond,  say,  twenty- 
five  years — to  say  nothing  of  projections  to  the  year  2068 — as  anything 
other  than  a  waste  of  paper.  The  biomedical  revolution  spawned  by  the 
decoding  of  DNA  and  now  coming  into  full  flower  will  transform  medicine 
beyond  current  imaginings.  It  is  easy  to  imagine  that  costs  will  rise  more  or 
less  than  the  rates  assumed.  What  is  impossible  to  imagine  is  that  current 
projections  stretching  into  the  last  half  of  the  next  century  mean  anything 
at  all. 

King  seems  to  think  that  because  his  projections  of  the  costs  of  Medicare 
benefits  and  the  taxes  that  would  cover  them  rise  continuously,  future 
retirees  will  not  "get  a  good  deal"  from  the  system.  This  belief  is  wrong.  As 
long  as  medical  costs  increase,  each  generation  will  collect  more  in  benefits 
than  they  paid  in  taxes.  The  faster  the  increase,  the  better  the  deal.  The 
reason  is  that  workers  pay  taxes  at  an  early  date,  when  costs  are  relatively 
low,  and  collect  benefits  later,  when  costs  have  increased.  The  more  costs 
rise,  the  greater  the  gap  between  the  taxes  paid  and  the  benefits  received 
and  the  higher  the  implied  rate  of  return.  Each  generation  gets  a  favorable 
rate  of  return  as  long  as  costs  increase.  This  situation  cannot  go  on  indefi- 
nitely, however.  And  when  it  stops,  genuine  inequities  can  arise.  One 
should  be  clear,  however,  that  it  is  the  cessation  of  growth,  not  growth 
itself,  that  is  the  source  of  the  problems.  As  Scottish  folk  singer  Andy 
Stewart  said  of  the  risks  of  jumping  from  tall  buildings:  "It's  not  the  fall,  but 
landing,  that  alters  social  standing." 


NOTE 

1.     W.B.  Schwartz,  "In  the  Pipeline:  A  Wave  of  Valuable  Medical  Technology,"  Heahh 
Affain  (Summer  1994):  70-79. 
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Chairman  DOMENICI.  Anything  else,  Senator? 
Senator  Frist.  No.  Thank  you,  doctor. 
Chairman  DOMENICI.  All  right.  We  stand  in  recess. 
[Whereupon,  at  12:07  p.m.,  the  committee  adjourned,  subject  to 
the  call  of  the  Chair.] 

WRITTEN  QUESTION  FROM  SENATOR  FRIST  TO  SECRETARY  SHALALA 

AND  THE  RESPONSE 

Question.  Under  present  law,  do  you  have  the  authority  to  expand  the  geographic 
reimbursement  area  or  to  add  a  health  risk  adjuster? 

Answer.  We  have  the  authority  both  to  modify  the  geographical  reimbursement 
area  and  to  add  health  risk  adjustments  in  order  to  improve  actuarial  equivalence. 

Geo^aphic  Areas:  Under  section  1876(a)(4)  of  the  Social  Security  Act,  the 
AAPCC  is  determined  by  the  Secretary  and  based  on  the  estimated  cost  "in  a  geo- 
graphical area  served  by  an  eligible  organization  or  in  a  similar  area,  with  appro- 
priate adjustments  to  assure  acturial  equivalence  .  .  .". 

The  geographical  area  used  for  the  AAPCC  is  the  county.  We  have  examined  al- 
ternative geographic  areas  in  the  past  and  determined  that  they  are  not  superior 
to  the  county. 

Health  Status  Adjustments:  Under  section  1876(a)(1)(B)  of  the  Social  Security 
Act,  the  Secretary  can  use  any  factor  related  to  "classes  of  members"  that  are  appro- 
priate "to  ensure  actuarial  equivalance".  The  Secretary  can  also  modify  the  factors, 
for  example,  add  health  status  adjusters,  if  she  believes  it  will  improve  the  acturial 
equivalence  of  the  AAPCC  rates. 

Health  status  adjuster  models  are  currently  being  developed  for  use  in  the  Medi- 
care Program.  Two  models.  Ambulatory  Care  Groups  and  Diagnostic  Cost  Groups, 
should  be  available  for  testing  in  the  spring  of  1996.  We  intend  to  pilot  them  as 
part  of  a  demonstration  of  alternative  delivery  systems  and  pajmient  methods.  If 
these  health  status  adjuster  models  improve  actuarial  equivalence,  they  would  be 
incorporated  into  the  payment  methodology. 

WRITTEN  QUESTION  FROM  SENATOR  EXON  TO  SECRETARY  SHALALA 

AND  THE  RESPONSE 

Question.  What  is  your  estimate  of  how  much  of  a  tax  shift  there  would  be  if  we 
arbitrarily  put  a  cap  on  the  Medicare  Program? 

Answer.  If  medicare  expenditures  were  limited  by  an  arbitrary  cap  on  the  pro- 
gram, the  excess  costs  above  that  cap  would  have  to  be  borne  by  the  health  care 
system,  both  providers  and  consumers. 

For  example,  the  Republican  plan  expects  to  save  $270  billion  over  7  years.  If  one 
assumes  that  half  of  this  savings  will  be  achieved  by  provider  cuts,  and  half  will 
be  passed  on  to  beneficiaries  through  higher  out-of-pocket  costs,  this  would  translate 
to  an  increase  of  $2,825  in  out-of-pocket  costs  for  the  average  beneficiary  over  the 
7  year  period.  The  increase  would  be  $625  in  the  year  2002  alone. 

Some  have  suggested  vouchers  as  an  alternative  way  of  capping  the  program,  but 
on  a  per  capita  basis.  While  a  voucher  can  be  applied  to  tne  purchase  of  a  private 
insurance  plan,  beneficiaries  will  have  to  cover  any  additional  costs  if  the  plan  they 
want  is  more  expensive  than  the  voucher  amount.  Alternatively,  they  may  have  to 
accept  fewer  benefits  in  order  to  buy  a  plan  that  is  affordable  with  the  voucher. 

To  protect  beneficiaries,  the  value  of  the  voucher  would  have  to  be  indexed  to  ac- 
tual increases  in  health  care  costs;  however,  congressional  Republicans'  budgetary 
goals  would  not  permit  this  rate  of  increase.  The  Budget  Resolution  would  require 
a  4.9  percent  per  capita  growth  rate  for  vouchers  under  medicare.  CBO  data  indi- 
cate that  the  private  sector  per  capita  growth  rate  would  be  7.1  percent  fi-om  1996- 
2002. 

Constraining  the  costs  of  providing  care  for  a  much  more  vulnerable  medicare 
population  to  a  rate  of  increase  so  much  smaller  than  that  of  the  private  sector  is, 
at  best,  unrealistic.  The  resulting  impact  would  be  that  the  value  of  the  voucher 
would  very  quickly  erode. 

Given  that  75  percent  of  medicare  beneficiaries  have  incomes  below  $25,000,  the 
additional  costs  that  they  will  have  to  bear  through  increased  premiums  and 
copayments  or  through  a  voucher  system  will  represent  a  substantial  additional  tax 
on  their  income. 
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